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H.R.  3222,  THE  MANAGED  COMPETITION  ACT 

OF  1993 


THURSDAY,  MARCH  3,  1994 

House  of  Representatives, 
Committee  on  Education  and  Labor, 

Washington,  DC. 

The  committee  met,  pursuant  to  call,  at  9:15  a.m..  Room  2175, 
Rayburn  House  Office  Building,  Hon.  William  D.  Ford,  Chairman, 
presiding. 

Members  present:  Representatives  Ford,  Williams,  Martinez, 
Owens,  Sawyer,  Roemer,  Becerra,  Scott,  Green,  Romero-Barcelo, 
English,  Groodling,  Petri,  Roukema,  Gunderson,  Armey,  Fawell, 
Ballenger,  Hoekstra,  McKeon,  Miller,  and  Castle. 

Staif  present:  David  Michaels,  Alan  Lopatin,  Becky  Franck, 
Karen  Vagley,  Phyllis  Borzi,  Apurva  Desai,  Ed  Gilroy,  Patrick 
Beers,  and  Russ  Mueller. 

Chairman  FoRD.  Good  morning.  The  committee  meets  today  to 
take  views  on  a  prominent  alternative  to  the  President's  health 
care  reform  bill.  Congressmen  Jim  Cooper  and  Fred  Grandy  have 
sponsored  H.R.  3222,  the  Managed  Competition  Act. 

As  my  colleagues  know,  I  am  with  a  majority  of  the  Democrats 
on  this  committee,  cosponsors  of  the  President's  bill  because  we  be- 
lieve it  is  essential  that  the  reform  plan  we  adopt  must  provide  for 
universal  coverage.  Only  a  system  that  covers  all  Americans  can 
eliminate  cost  shifting  and  ensure  that  every  one  of  us  pays  their 
fair  share  of  the  health  care  tab. 

Frankly,  the  Cooper  bill,  from  my  first  examination  of  it,  struck 
a  remarkable  chord  with  me  of  similarity  to  my  L.  L.  Bean  catalog 
which  I  receive  every  year.  With  the  L.  L.  Bean  catalog,  I  have  uni- 
versal access  to  warm  clothes,  hunting  equipment,  boots  and  a  lot 
of  good  things  that  I  buy  from  time  to  time.  But  until  I  whip  out 
my  credit  card  and  call  the  800  number,  I  don't  have  coverage  by 
any  of  those  warm  things.  And  the  thing  that  is  missing  from  the 
Cooper  bill  is  the  credit  card. 

Promising  universal  access  has  a  nice  ring  to  it,  but  I  looked  for 
it  and  couldn't  find  it  anywhere,  and  I  talked  with  my  friends  in 
the  health  insurance  business,  and  even  though  they  are  very  nerv- 
ous about  the  President's  plan,  they  couldn't  find  it  either. 

H.R.  3222  relies  on  Regional  Health  Plan  Purchasing  Coopera- 
tives to  cover  a  limited  pool  of  Americans:  workers  in  businesses 
employing  no  more  than  100  people,  those  now  covered  by  Medicaid 
and  people  with  chronic  illnesses.  These  are  people  with  no  better 
alternative  and  the  bill  would  segregate  them  from  the  more  fortu- 
nate among  us:  the  unhealthy  from  the  healthy,  the  high  cost  pa- 
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tients  from  the  low  cost,  the  have-nots  from  the  haves,  and  the 
likely  result  would  be  continuing  cost  shifting,  higher  cost  and 
fewer  choices  for  an  increasing  proportion  of  American  workers. 

I  look  forward  to  our  witnesses'  presentation  this  morning,  and 
recognize  Mr.  Groodling. 

Mr.  GrOODLlNG.  Thank  you,  Mr.  Chairman.  I  am  not  sure  they 
want  to  testify  after  that  opening  statement. 

At  any  rate,  I  just  had  14  town  meetings,  7  senior  meetings  and 
7  regular  town  meetings,  and  with  the  hundreds  of  people  that  at- 
tended, I  had  one  gentleman  in  Carlisle  who  wants  the  President 
plan  and  one  woman  in  Fairfield  who  wants  the  President's  plan, 
and  all  the  other  hundreds  don't  want  an5rthing  to  do  with  the 
President's  plan.  They  hissed  those  two  people  out  of  the  room. 

So  at  any  rate,  I  thank  you,  Mr.  Chairman,  for  holding  this  sec- 
ond in  a  series  of  hearings  on  alternative  health  care  proposals  to 
the  President's  Health  Security  Act. 

I  want  to  recognize  the  efforts  that  both  Representatives  Cooper 
and  Grandy  have  put  into  developing  an  alternative  to  the  Presi- 
dent's health  care  reform  plan.  I  welcome  both  congressmen  to  our 
committee  this  morning,  and  extend  a  special  greeting  to  Rep- 
resentative Grandy,  who  is  a  former  member  of  our  Committee  on 
Education  and  Labor. 

Congressman  Fred,  having  cut  your  teeth,  so  to  speak,  on  ERISA 
under  our  committee's  jurisdiction,  we  are  relying  on  you  to  pass 
along  your  knowledge  of  employer  plans  and  other  important 
ERISA  principles  as  your  own  committee  proceeds  to  a  markup  of 
health  care  legislation. 

In  fact,  it  is  my  understanding  that  your  Subcommittee  on 
Health  will  soon  consider  a  legislative  beginning  point  that  differs 
markedly  from  the  President's  plan.  I  suppose  this  comes  about  be- 
cause of  the  concerns  that  many  people  have,  the  fears  that  many 
of  them  have  from  the  disruption  of  their  current  health  coverage. 

I  understand  that  the  Cooper-Grandy  approach  does  not  include 
the  premium  and  price  controls  contained  in  H.R.  3600.  However, 
I  look  forward  to  hearing  what  features  are  included  in  H.R.  3222 
which  will  address  the  problems  many  of  our  citizens  have  in  ob- 
taining and  continuing  health  insurance  coverage. 

My  own  constituents  have  said  their  main  concerns  involve  job- 
lock,  eliminating  preexisting  conditions  exclusions,  obtaining  more 
affordable  health  care  rates,  and  so  forth.  As  you  know,  these  prob- 
lems have  also  been  addressed  in  the  Affordable  Health  Care  Act, 
H.R.  3080,  of  which  I  am  a  cosponsor. 

Mr.  Chairman,  it  is  my  hope  that  these  hearings  will  help  us 
focus  on  the  common  elements  of  agreement  among  the  various 
plans  such  as  cost  containment,  preexisting  conditions,  afford- 
ability,  malpractice  reform,  reduction  in  paperwork.  These  are 
things  that  every  plan,  I  believe,  addresses,  and  these  are  things 
that  all  of  my  constituents  seem  to  think  are  the  areas  that  we 
should  address. 

So,  I  look  forward  to  hearing  from  our  colleagues  and  the  other 
witnesses  this  morning. 

Chairman  Ford.  The  gentleman  from  Virginia? 


Mr.  Scott.  Thank  you,  Mr.  Chairman.  I  sincerely  applaud  your 
leadership  in  facilitating  a  comprehensive  examination  of  the  many 
proposals  to  effect  change  in  our  health  care  system. 

Last  month,  we  heard  the  debate  on  the  American  Health  Secu- 
rity Act.  Today,  we  are  examining  Mr.  Cooper's  plan,  and  later  I 
understand  there  will  be  hearings  on  other  major  proposals.  And 
of  course,  we  have  heard  from  many  of  the  architects  of  the  Presi- 
dent's plan  including  the  First  Lady,  Secretary  Shalala  and  Sec- 
retary Reich. 

I  believe  that  it  is  critical  that  we  spend  whatever  time  is  nec- 
essary to  thoroughly  examine  all  of  the  options  to  determine  which 
one  is  best — which  ones  best  meet  the  needs  of  our  citizens.  In  my 
mind,  the  gaps  in  our  current  system  are  very  clear. 

I  believe  that  it  is  unconscionable  that  in  this  the  wealthiest  and 
most  powerful  of  all  Nations  too  many  of  our  citizens  are  unable 
to  get  the  health  care  that  they  need.  They  either  lack  the  insur- 
ance or  the  funds.  And  furthermore,  I  believe  that  it  is  indefensible 
that  our  health  care  system  is  still  geared  more  to  medical  care 
once  a  problem  has  developed  than  to  preventive  care  that  will  lead 
to  a  healthier  citizenry. 

Many  health  care  plans  cover  bypass  surgery,  but  they  don't 
cover  basic  physicals  or  mammograms.  So  I  believe  that  it  is  inex- 
cusable that  although  we  pay  more  per  capita  on  health  care  than 
any  other  industrialized  nation  that  we  still  trail  other  countries  in 
our  ability  to  immunize  our  children,  and  our  infant  mortality  rates 
are,  regrettably,  still  behind  many  other  nations.  I  believe  that  a 
comprehensive  health  care  reform  package  that  can  address  these 
deficiencies  is  in  our  best  interest. 

Mr.  Chairman,  I  believe  that  the  single-payer  plan  and  the  Presi- 
dent's plan  actually  provide  comprehensive  benefits,  including  pre- 
ventive care  and  universal  coverage  that  cannot  be  taken  away.  I 
am  anxious  to  hear  how  Mr.  Cooper  and  the  other  witnesses  ad- 
dress these  concerns  with  H.R.  3222,  and  I  look  forward  to  their 
testimony. 

And  again,  Mr.  Chairman,  I  want  to  congratulate  you  on  your 
leadership  on  this  issue. 

Chairman  Ford.  Thank  you. 

Madge? 

Mrs.  ROUKEMA.  Yes. 

Chairman  Ford.  Mrs.  Roukema? 

Mrs.  Roukema.  Thank  you,  Mr.  Chairman.  I  want  to  welcome 
our  witnesses  here  today  and  note  that  this  is  one  of  an  extensive 
number  of  hearings  we  have  held  both  at  the  full  committee  level 
as  well  as  the  Labor-Management  Relations  Subcommittee,  where 
we  have  had  field  hearings  as  well  as  hearings  here  in  Washington. 

And  during  those  hearings  I  think  a  number  of  you  have  heard 
me  say  in  the  past  that  it  seems  to  me  that  everyone  likes  to  talk 
about  managed  competition,  but  that  there  are  as  many  different 
definitions  of  it  as  there  are  proponents,  it  seems  to  me. 

It  is  especially  timely  at  this  point  to  remember  that  because  as 
Congress  has  become  more  versed  on  the  subject  of  health  care  re- 
form and  managed  competition  the  American  public  is  still  signifi- 
cantly behind  the  learning  curve  and  probably  has  demonstrated 


more  confusion  on  the  subject,  and  they  have  more  unanswered 
questions  than  ever  before. 

Support  for  health  care  reform  may  remsiin  steady,  but  as  the 
public  learns  the  details  and  the  real  impact  of  many  different 
plans,  including  your  own,  Mr.  Cooper,  and  Mr.  Grandy,  their  sup- 
port for  such  radical  overhaul  drops  off  precipitously. 

The  Cooper  bill  has  been  called  everything  from  pure  managed 
competition  to  "Clinton  Lite."  I  am  hopeful  that  this  morning  will 
serve  as  an  education  for  all  the  members  of  the  committee  here 
as  to  what  we  really  mean  by  your  definition  of  managed  competi- 
tion. 

For  example,  one  provision  that  certainly  seems  to  be  the 
linchpin  or  the  litmus  test  for  the  Cooper  proposal  is  the  caps  on 
tax  preferences  for  health  care  benefits.  Eliminating  tax  pref- 
erences, frankly,  deeply  troubles  me.  It  would  seem  to  me  that  we 
would  be  unwise  to  even  tamper  with  the  traditional  tax  pref- 
erences accorded  health  care  benefits. 

Under  these  proposals  not  only  my  constituents  but  80  percent 
of  the  American  public  who  currently  enjoy  good  health  care  and 
insurance  would  be  greatly  disadvantaged.  Many  of  the  employees 
who  currently  receive  extensive  high-quality  coverage  will  now  see 
their  tax  deductions  limited  or  eliminated  or  have  their  health  care 
benefits  taxed  as  income. 

The  impact  of  this  to  me  is  clear.  The  Federal  Government  would 
be  sanctioning,  if  not  actively  encouraging,  employers  to  cut  back 
on  the  health  care  benefits  they  now  provide.  Once  this  is  fully  un- 
derstood by  the  American  people,  I  can  confidently  say  that  they 
will  not  accept  such  a  proposition.  Indeed,  I  think  the  poll  released 
by  the  Washington  Post  yesterday  indicated  that. 

Higher  coverage  for  lower  levels  of  care  are  not  what  the  Amer- 
ican people  had  in  mind  when  they  called  for  health  care  reform. 

I  have  other  questions  regarding  what  managed  care  might  mean 
when  cost  controls  equate  to  rationing  in  specific  terms,  but  I  will 
keep  them  for  the  questioning  period,  Mr.  Chairman.  In  any  case, 
I  think  there  have  to  be  voices  out  there  that  go  beyond  just  the 
characterization  of  Cadillac  plans  to  actually  talking  about  what  is 
the  quality  of  care  that  Americans  will  be  enjoying  under  any 
health  care  reform. 

Thank  you,  Mr.  Chairman. 

Chairman  Ford.  Thank  you. 

Without  objection,  the  prepared  statements  of  the  people  on  the 
panel  will  be  inserted  in  the  record  in  full  before  the  comments 
start.  But  I  will  continue  taking  opening  statements  as  long  as 
there  are  requests. 

Governor? 

Mr.  Romero-Barcelo.  Thank  you  very  much,  Mr.  Chairman.  I 
want  to  congratulate  you  on  your  interest  and  the  efforts  that  this 
committee  has  done  in  trying  to  give  everyone  an  opportunity  to  set 
forth  their  plans  and  their  ideas  of  what  the  health  care  reform 
should  be. 

We  also  would  like  to  acknowledge  the  job  that  Subcommittee 
Chairman  Pat  Williams  has  done  and  the  number  of  hearings  he 
has  held  in  as  far  away  places  as  Montana,  California,  and  Hawaii 


to  discuss  the  health  care  reform  plans  and  listen  to  the  different 
options. 

I  myself  also  do  favor  the  President's  plan.  I  have  subscribed  also 
to  the  single-payer  because  the  President's  plan  allows  States  to 
submit  to  the  single-payer  system  if  they  so  choose,  so  there  is  the 
option  for  the  States  for  the  single-payer. 

I  would  like  to  be  listening  more  about  the  Cooper  plan,  and  I 
would  like  to  have  the  opportunity  today  to  just  say  some  of  the 
concerns  I  have  had.  One  of  the  problems  that  we  have  seen  with 
the  insurer,  insurance  and  the  health  care  is  that  the  insurers  have 
found  ways  to  discriminate  against  people  and  that  way  save  the 
cost  of  their  plan.  The  way  they  discriminate  is  by  not  insuring  the 
poor  hesdth  risks. 

Whether  this  bill  does  enough  to  address  those  issues,  I  am  not 
so  sure.  It  seems  that  it  falls  short  of  the  Clinton  plan  in  address- 
ing those  issues. 

And  people  with  disabilities  would  be  not  as  protected  under  this 
bill  as  they  would  under  the  Clinton  bill.  But  I  hope  that  today 
these  issues  will  be  discussed  and  perhaps  my  misgivings  are  mis- 
information, but  so  far  this  is  the  impression  I  get  from  the  infor- 
mation that  I  have  and  the  reading  of  the  bill  as  far  as  I  know  now. 

So,  I  look  forward  to  listening  to  all  of  you.  I  congratulate  you 
also  on  the  interest  that  you  have  taken  in  coming  forth  with  some 
plan.  We  do  know  that  what  we  have  is  not  what  we  need  and  that 
many  injustices  exist.  Particularly  people  who  lose  their  jobs,  peo- 
ple who  change  jobs,  people  who  have  great  difficulties  with  or 
problems  with  their  health,  and  would  then  lose  all  of  their  savings 
in  that  interim  of  changing  jobs  or  when  they  are  unemployed  or 
because  of  the  health  conditions  they  are  not  able  to  get  insurance, 
they  will  lose  perhaps  everything  that  they  have  if  someone  in 
their  family  has  a  serious  illness  or  that  illness  becomes  serious 
and  expenses  become  very  high. 

So,  welcome  here  once  again,  and  we  look  forward  to  hearing 
from  you. 

Chairman  FORD.  Mr.  Gunderson? 

Mr.  Gunderson.  Thank  you,  Mr.  Chairman.  And  let  me  join  my 
colleagues  in  thanking  you  for  holding  this  hearing.  It  is  obvious 
that  this  hearing  is  being  held  because  you  are  willing  to  hear  all 
sides,  not  because  you  are  advocating  a  particular  philosophy  such 
as  the  bill  in  front  of  us,  based  on  your  opening  comments. 

But,  Mr.  Chairman,  I  want  to  suggest  to  you,  and  I  want  to  sug- 
gest to  Mrs.  Roukema,  and  I  want  to  suggest  to  the  audience  that 
the  comments  from  the  two  of  you  indicate  I  think  more  clearly 
than  ever  that  the  Congress  is  at  a  critical  point  where  we  have 
got  to  decide  do  we  want  a  political  issue  or  do  we  want  a  biparti- 
san solution  to  the  health  care  crisis  that  faces  this  country.  That 
is  why  I  think  I  was  one  of  four  Republicans  who  joined  with  four 
Democrats,  Mr.  Cooper  being  the  leader,  and  Mr.  Grandy  being  the 
leader  on  our  side,  to  try  to  develop  the  only  bipartisan  solution 
that  is  out  there  today  for  consideration  in  either  the  House  or  Sen- 
ate, and  I  think  that  that  is  the  only  hope  we  have  of  serving  the 
public's  general  interest  about  resolving  the  desire  to  solve  the 
health  care  problem  amidst  the  budget  crisis  that  faces  us. 


Mr.  Chairman,  it  is  in  that  regard,  however,  that  I  must  as  a 
member  of  this  committee  plead  with  you  that  in  the  future  the 
staff  of  this  committee  does  not  send  out  the  very  biased  and 
unobjective  analysis  of  bills  that  they  have  sent  to  every  member 
as  their  preconceived  opinion  of  what  H.R.  3222  does,  because  it  is 
obvious  that  some  of  their  notions  are  based  on  previous  legisla- 
tion, not  H.R.  3222,  and  it  is  obvious  that  some  of  it  is  simply 
based  on  a  desire  to  try  to  misrepresent  this  bill  in  hopes  of  defend- 
ing a  Clinton  package. 

I  would  point  out  to  my  colleagues  that  have  looked  at  that  sum- 
mary that  you  can  literally  go  down  every  point  and  suggest  that 
the  perception  here  does  not  meet  the  reality  of  the  legislation.  But 
I  don't  know  of  anyplace  where  that  is  more  grossly  obvious  than 
in  the  section  of  older  Americans  where  the  staff  have  had  the  gall 
to  suggest  that  older  Americans  would  face  higher  Medicare  pre- 
miums and  a  $40  billion  cut  in  Medicare  expenditures  under  this 
legislation. 

I  find  that  hard  to  believe  when  you  have  the  President  suggest- 
ing that  he  is  going  to  fund  the  Clinton  health  care  plan  with  $130 
billion  in  cuts  in  Medicare,  and  then  someone  who  is  advocating 
that  has  the  gall  to  suggest  that  somehow  or  another  we  are  insen- 
sitive to  senior  citizens  because  rather  than  $130  billion  we  only 
make  $40  billion  in  savings  in  Medicare. 

Likewise,  I  would  suggest,  as  one  who  has  been  a  strong  advo- 
cate for  people  with  disabilities,  to  suggest  that  they  woulof  some- 
how see  their  medical  cost  rise  dramatically  under  the  Cooper- 
Grandy  bill  is  proof  that  those  individuals  haven't  read  the  legisla- 
tion because  this  bill  is  absolutely  premised  on  the  condition  that 
all  people  regardless  of  preexisting  physical  condition  would  be  in- 
cluded, and  if  there  is  one  group  who  stands  to  benefit  significantly 
from  this  kind  of  legislation,  which  is  aimed  at  getting  passed,  it 
is  those  very  kind  of  communities. 

I  could  go  on  at  length  with  literally  every  point  that  is  here,  but 
I  am  one  who  traditionally  hesitates  from  opening  statements,  Mr. 
Chairman.  But  I  felt  it  incumbent  to  provide  to  the  committee 
members  and  to  others  in  attendance  here  today  the  gross  inac- 
curacies of  this  kind  of  distortion  which  serves  no  one  who  is  inter- 
ested in  truly  resolving  some  kind  of  bipartisan  solution  to  this  cri- 
sis. 

Thank  you. 

Chairman  Ford.  Well,  I  am  disappointed  in  your  disappointment 
in  the  ability  of  the  professional  staff  of  this  committee  to  get  it 
right  because  I  am  fighting  with  some  people  who  don't  want  me 
to  perfect  that  amendment  for  you  yesterday,  and  the  very  people 
you  are  criticizing  are  trying  to  figure  out  how  to  take  on  the  entire 
labor  movement  tor  a  Gunderson  amendment. 

Mr.  Gunderson.  Mr.  Chairman,  that  is  why  I  commended  you 
for  holding  the  hearing  and  picked  on  the  staff  instead. ' 

[Laughter.] 

Chairman  FoRD.  Well,  you  know  it  is  a  shot  across  the  bow, 
Steve.  I  don't  comment  on  the  quality  of  the  work  of  the  Republican 
staff.  This  is  one  of  the  few  committees  in  the  House  that  lets  both 
sides  hire  their  own  people  and  accept  the  responsibility.  I  will  ac- 
cept the  responsibility  for  the  qualifications  and  the  ability  of  the 


Democratic  staff,  and  you  accept  the  responsibility  with  Bill  Good- 
ling  for  the  Republicans,  and  we  will  both  consider  where  it  comes 
from  when  various  things  go  out  from  this  committee.  But  don't  try 
to  intimidate  my  staff  into  not  putting  out  statements  that  they 
clear  with  me. 

Mr.  Fawell.  Mr.  Chairman? 

Chairman  Ford.  Do  we  have  any  other  requests  on  this  side?  Mr. 
Fawell? 

Mr.  Fawell.  Just  very  briefly.  I  want  congratulate  Mr.  Cooper 
and  Mr.  Grandy.  My  district  office  tells  me  that  we  have  had  about 
1,200  communications  indicating  that  the  Clinton  plan  is  unaccept- 
able and  about  48  indicating  it  is  acceptable. 

Therefore  I  think  to  have  an  alternative  out  there,  and  especially 
one  which  is  bipartisan  in  nature,  is  very  helpful.  I  have  looked  at 
the  Cooper  plan,  but  I  am  not  an  expert,  by  any  means,  and  I  look 
forward  to  the  opportunity  of  hearing  from  people  who  are  living 
and  dying  with  it.  It  is  good  to  have  those  alternatives  out  there. 

There  are  others,  too.  I  laud  the  Chairman  for  having  a  hearing 
like  this,  and  I  hope  that  we  can  review  the  other  measures  which 
are  out  there  also. 

I  do  note  that  the  Cooper  plan  does  not  mandate  regional  alli- 
ances, except  in  one  instance,  the  small  business  people,  and  it 
doesn't  appear  to  be  the  mandated  price  controls  and  employer 
mandate.  So,  it  peaks  my  interest  and  I  have  some  very  positive 
feelings  about  it,  and  therefore  look  forward  to  the  testimony. 

Thank  you,  Mr.  Chairman. 

Chairman  FoRD.  Mr.  Green? 

Mr.  Green.  Thank  you,  Mr.  Chairman.  I  have  no  prepared  re- 
marks but  I  would  just  like  to  address  some  of  the  concerns  that 
I  have  heard  from  my  own  district  concerning  all  the  plans.  And 
I  have  not  agreed  to  vote  or  cosponsor  any  of  the  proposals. 

One  of  the  concerns  about  the  managed  care  plan,  H.R.  3222,  is 
the  issue  of  the  universal  coverage  and  how  you  address  the  low 
wage  worker  whose  employer  does  not  provide  health  care  coverage 
now,  and  also  prescription  medication  for  seniors  that  the  Presi- 
dent's plan  provides  for  and  some  t5T)e  of  long-term  care. 

And  I  know  this  plan,  the  one  we  are  having  the  hearing  on 
today,  has  been  characterized  as  a  continuation  of  our  current  sys- 
tem, because  having  been  a  manager  of  a  business  we  went 
through  a  managed  care  plan.  We  went  from  a  typical  health  care 
insurance  policy  to  a  PPO  and  ultimately  to  an  HMO,  and  without 
that  significant  reduction,  except  in  the  increases  in  our  premiums 
from  instead  of  30  percent  a  year  we  saw  the  increases  only  going 
to  20  percent.  And  that  was  even  tough  on  a  small  business.  So 
that  is  the  concern. 

I  would  hope  the  testimony  we  have  today  would  reflect  how  we 
can  get  that  coverage  to  that  worker  who  is  what  we  call  the  low 
wage  worker  whose  employer  cannot  provide  it  now  because  of  the 
cost,  and  that  is  one  of  the  concerns  I  nave  about  this  plan. 

Thank  you,  Mr.  Chairman. 

Chairman  FoRD.  Mr.  Petri. 

Mr.  Petrl  Thank  you,  Mr.  Chairman. 

I  would  just  like  to  commend  all  of  our  colleagues  who  are  before 
us  here  today  for  the  time  and  effort  they  have  put  in  and  attempt- 
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ing  to  provide  some  leadership,  and  I  think  that  all  their  work  is 
worthwhile.  Because  while  their  plans  differ  in  various  aspects, 
those  differences  help  us  to  try  to  understand  some  of  the  trade- 
offs and  some  of  the  issues  that  are  involved.  It  is  hard  enough  to 
figure  out  a  comprehensive  reform  of  health  care  without  having 
different  options  highlighted  as  is  being  done  by  the  different  plans 
that  are  before  us. 

I  particularly  want  to  thank  our  colleague  and  member  of  the 
other  party,  Jim  Cooper,  for  the  tremendous  effort  that  he  has  put 
forward  in  bringing  these  options  to  our  attention  and  to  the  atten- 
tion of  the  American  people. 

I  hope  by  the  time  we  finish  in  this  Congress  we  don't  degenerate 
into  finger  pointing,  but  we  do  go  through  these  different  plans  try 
to  find  out,  if  we  can't  agree  on  everything,  what  we  can  agree  on, 
and  do  something  this  Congress  that  moves  this  forward  at  least 
a  bit. 

I  think  the  American  people  expect  that  of  us,  and  I  think  we 
can  do  it,  because  there  are  similar  features  in  most  of  these  plans. 
And  let's  not  make  the  perfect,  as  we  can't  agree  on  the  perfect, 
the  enemy  of  the  good.  Let's  do  something  for  our  country  this  Con- 
gress. 

Thank  you. 

Chairman  Ford.  Mr.  Williams? 

Mr.  Williams.  Thank  you,  Mr.  Chairman. 

Mr.  Cooper  and  my  colleagues,  I  chair  the  subcommittee  of  this 
committee  that  has  been  having  hearings  and  going  to  markup, 
along  with  the  full  committee,  legislation.  So  we  have  'spent  a  lot 
of  time  looking  at  the  various  proposals  that  are  before  us.  Mr. 
Cooper,  I  want  to  commend  you  for  adding  significantly  to  the  dia- 
logue, discussion  and  debate  that  we  have  all  been  part  of  during 
the  past  couple  of  years. 

I  find  things  to  change  in  every  piece  of  legislation  that  is  before 
us,  including,  of  course,  yours.  But  despite  some  of  the  controversy 
that  has  gone  on  in  the  past,  particularly  those  portions  which 
have  been  highlighted  by  the  press  which  seem  to  enhance  and 
sometimes  create  the  debate  between  Mr.  Cooper  personally  and 
the  White  House,  despite  that,  which  I  think  is  more  a  figment  of 
press  reporting  than  it  is  the  reality  of  which  I  am  aware,  despite 
that,  I  do  think  that  Mr.  Cooper  has  added  value  to  this  debate. 

And  I  appreciate  that  you,  Jim,  as  well  as  your  colleagues,  have 
come  here  to  explain  your  legislation. 

Thank  you  very  much. 

Chairman  Ford.  Are  there  further — Mr.  Miller? 

Mr.  Miller  of  Florida.  Thank  you,  Mr.  Chairman.  Your  analogy 
about  using  L.  L.  Bean  makes  me  think  about  what  a  pleasure  it 
is  to  have  a  choice  where  to  buy  my  clothes.  I  am  not  sure  under 
the  health  care  system  we'll  have  that  kind  of  choice.  I  feel  like  L. 
L.  Bean  is  sajdng  everybody  has  to  get  their  sweaters  from  that  one 
source.  I  would  rather  be  able  to  choose  from  the  Land's  End  cata- 
log, or  as  a  kid  going  to  jail,  Hudson's,  if  it  still  exists  up  there. 
And  I  like  the  flexibility  that  we  have  in  this  country. 

I  also  want  to  make  a  few  comments,  if  I  may.  I  am  one  of  the 
core  sponsors  of  the  Cooper-Grandy  bill,  and  I  am  very  pleased 
about  that  because  it  is  a  real  bipartisan  approach  to  health  care. 


I  feel  very  strongly  it  should  be  bipartisan.  I  also  served  on  the 
task  force  with  Mr.  Grandy  and  several  Republican  members  of 
this  committee.  We  developed  the  Michel  bill,  which  has  the  largest 
number  of  cosponsors.  Unfortunately,  there  are  no  Democrats,  and 
yet  it  turns  out  to  be  a  partisan  bill  also. 

Working  on  the  task  force  and  having  had  an  opportunity  to 
meet  with  Mr.  Magaziner  and  Mrs.  Clinton  and  the  President  on 
a  number  of  occasions,  they  really  conveyed  the  feeling  that  we 
should  have  a  bipartisan  approach  to  health  care,  and  I  think  we 
all  should  have. 

I  was,  unfortunately,  very  disappointed  last  September  when  the 
President  presented  his  bill.  It  is  so  complex  and  so  bureaucratic 
with  the  alliances,  the  mandatory  programs  and  global  caps  that 
it  was  impossible  for  a  Republican  or  on  the  Senate  side  to  accept 
it.  So  it  became  a  very  partisan  issue,  and  that  is  unfortunate. 

What  I  like  about  the  Cooper  bill  is  that  it  does  add  flexibility. 
It  is  not  all  mandatory.  It  has  a  real  strong  malpractice  program, 
it  takes  care  of  the  problems  of  the  low  income,  and  it  pays  for  it 
by  capping  the  tax  deductibility  of  health  insurance. 

While  I  am  a  sponsor  of  the  bill,  I  have  some  concerns.  I  just 
want  to  briefly  make  those  comments  so  that  maybe  you  can  ad- 
dress them.  My  concerns  are  several. 

First,  I  don't  like  the  mandatory  nature  of  the  alliances.  Florida, 
as  we  know,  started  a  program  of  managed  competition,  it  is  a  vol- 
untary system,  and  under  the  Cooper-Grandy  bill  there  is  up  to 
100  employees.  I  am  a  big  believer  that  the  States  are  the  labora- 
tory, and  you  let  the  States  try  out  systems  before  applying  them 
nationwide,  especially  if  they  are  mandatory.  I  am  anxious  to  see 
how  the  Florida  Chipper  system  develops  over  this  next  year  or  so. 
So  I  still  have  a  concern  that  we  apply  it  nationwide.  So  that  is 
one  of  my  concerns. 

Another  of  my  concerns  is  the  issue  of  long-term  care,  and  there 
are  several  supporters  of  the  Cooper-Grandy  bill  from  Florida  and 
several  on  the  Republican  side  that  support  it.  Under  the  Cooper- 
Grandy  bill  long-term  care  is  shifted  to  the  States. 

We  have  a  disproportionately  high  number  of  senior  citizens  in 
Florida,  and  my  district  has  the  largest  number  of  senior  citizens 
in  the  country.  And  I  am  concerned  about  the  financial  impact  on 
our  State  on  the  long-term  care,  and  I  know  we  are  working  on 
that  with  Mr.  Peterson,  to  come  up  with  a  solution  to  that. 

A  third  concern  I  have  is  the  alliances.  We  shift  not  only  small 
business  but  the  Medicaid  population  to  think  about.  And  the  ques- 
tion is,  is  it  going  to  raise  the  cost  of  insurance  for  small  business 
by  putting  Medicaid  and  small  business  in  the  same  pool?  Hope- 
fully, it  doesn't  and  it  will  lower  the  cost,  which  is  the  goal,  of 
course. 

I  agree  with  many  of  the  concepts  of  Cooper-Grandy.  I  am  very 
pleased  with  it.  As  several  business  groups  said  during  the  past 
month,  this  is  a  good  starting  point,  unlike  starting  with  the  Presi- 
dent's plan.  I  think  it  is  much  better  to  start  with  this  plan. 

I  would  like  to  see  the  plan  shift  to  the  right.  I  think  some  people 
on  the  other  side  of  the  aisle  would  like  to  shift  the  plan  to  the  left, 
but  it  is  a  good  plan  to  start.  So,  I  congratulate  you  for  putting  the 
plan  together,  and  especially  the  bipartisan  aspect. 
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Thank  you. 

[The  prepared  statement  of  Mr.  Miller  follows:] 

Statement  of  Hon.  Dan  Miller,  a  Representative  in  Congress  from  the  State 

OF  Florida 

Thank  you  Mr.  Chairman.  As  a  cosponsor  of  the  Cooper-Grandy  bill  I  welcome  my 
colleagues  to  the  committee  and  look  forward  to  heanng  their  testimony.  I  believe 
health  care  reform  must  proceed  on  a  bipartisan  basis  and  I  was  extremely  dis- 
appointed when  President  Clinton  introduced  a  big-government  plan  that  the  White 
House  had  to  know  Republicans  covild  not  support.  On  the  other  hand,  my  col- 
leagues here  today  worked  in  the  true  spirit  of  bipartisanship  and  developed  a  com- 
prehensive plan  that  addresses  many  of  the  concerns  Americans  have  expressed 
about  the  health  care  system. 

There  are  many  positive  aspects  of  the  Cooper-Grandy  proposal.  For  exaniple,  the 
bill  makes  insurance  portable  and  ends  preexisting  conditions  practices.  The  bill 
provides  assistance  for  low-income  workers  and  contains  real  malpractice  reforms 
that  will  help  control  the  costs  of  health  care.  Additionally,  the  bill  does  not  include 
costly  employer  mandates  that  would  destroy  iobs.  The  bill  rejects  the  idea  of  global 
budgets  and  premium  caps — and  thereby  avoids  government-rationed  health  care. 

At  the  same  time,  I  do  have  concerns  about  several  aspects  of  the  bill  as  it  is  cvu*- 
rently  drafted.  First,  I  do  not  believe  a  mandatory  alliance  structvu-e  is  the  way  to 
go.  My  State  of  Florida  has  recently  passed  a  major  health  care  reform  plan  that 
has  incorporated  many  aspects  of  the  managed  competition  concept.  But  the  Florida 
purchasing  cooperatives — ^we  call  tiiem  CHPAs — £ire  voluntary.  I  wovild  prefer  to  see 
how  these  CHPAs  operate  before  we  force  every  small  employer  in  the  country  into 
mandatory  alhances.  Next,  as  currently  drafted,  the  Cooper-Grandy  bill  places  all 
of  the  burden  on  the  States  to  pay  for  long-term  care.  I  represent  a  district  with 
the  second  oldest  population  in  tne  country.  Qiiite  frankly,  I  am  worried  about  plac- 
ing the  entire  financial  burden  for  long-term  care  on  the  States.  I  know  many  of 
the  cosponsors  share  this  concern  and  are  attempting  to  work  something  out. 

One  final  concern  is  whether  placing  the  entire  Medicaid  population  into  the  man- 
datory alliances  with  the  small  business  community  is  the  right  way  to  go.  The  con- 
cern I  have  is  whether  or  not  this  would  actually  raise  premiums  for  small  busi- 
nesses. 

Mr.  Chairman,  let  me  just  conclude  by  reiterating  what  several  business  groups 
have  recently  stated.  The  Clinton  bill  is  far  too  complex  and  regulatory  to  be  used 
as  a  starting  point  for  health  care  reform.  There  is  no  reason  and  no  excuse  to  pro- 
ceed with  a  bill  Republicans  cannot  support.  Cooper-Grandy  is  a  good,  bipartisan 
place  to  start  and  let's  proceed  with  the  debate  on  that  basis. 

Chairman  Ford,  Mr.  Roemer? 

Mr.  Roemer.  Thank  you,  Mr.  Chairman. 

I  would  like  to  extend  a  warm  welcome  to  Jim  Cooper  and  my 
colleagues  who  are  testifying  before  us  here  at  the  Education  and 
Labor  Committee.  I  personally  look  forward  to  what  you  have  to 
say  and  your  comments  and  expertise  in  addition  to  solving  what 
I  think  is  a  big  problem  in  America  today,  our  health  care  system. 

I  also  want  to  say  that  I  think  President  Clinton  deserves  a  great 
deal  of  praise  for  what  he  has  done  in  bringing  the  debate  as  far 
as  he  has  and  introducing  this  legislation  and  taking  a  great  deal 
of  criticism  especially  from  radio  and  TV  ads  across  the  country, 
his  being  the  most  visible  plan  out  there  at  this  point. 

And  I  am  anxious  to  see,  in  terms  of  the  President's  very,  verv 
strong  commitment  to  giving  the  poor  and  the  indigent  accessibil- 
ity, portability,  cost  containment,  to  simplifying  the  bureaucracy, 
where  we  go  with  the  Cooper  plan  in  either  adding  to  the  Presi- 
dent's very,  very  worthwhile  and  lofty  goals  or  attempting  to  im- 
prove on  what  the  President  has  even  said  is  not  a  perfect  plan. 

I  would  like  to  welcome  my  good  friend  from  Indiana  as  well  too, 
Jill  Long,  for  her  testimony  here  today,  and  look  forward  to  espe- 
cially the  colleagues  in  my  class,  Pete  Peterson  and  Jim  Moran  and 
what  they  have  to  say. 
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I  think  you  all  have  heard  enough  opening  statements  from  us, 
we  are  anxious  to  hear  from  you  and  from  the  other  good  panels 
here  today. 

Thank  you,  Mr.  Chairman. 

Chairman  Ford.  Governor  Castle. 

Mr.  Castle.  Well,  thank  you  very  much,  Mr.  Chairman,  and 
thank  you  for  conducting  these  hearings.  And  I  thank  all  the  peo- 
ple for  being  here.  The  good  news  is  I  am  the  lowest  ranked  mem- 
ber of  this  committee,  you  should  be  testifying  pretty  soon. 

[Laughter.] 

Mr.  Castle.  But  I  would  just  like  to  take  a  minute  or  two,  if  I 
could,  just  to  show  you  a  couple  of  thoughts  that  I  have. 

I  think  we  all — I  know  we  all  agree  that  the  health  care  of  Amer- 
icans is  more  important  than  the  politics  of  health  care,  what  plan 
gets  adopted  here  or  whatever  it  may  be.  And  I  got  to  tell  you,  as 
one  who  has  been  involved  in  health  care  for  a  number  of  years  at 
the  State  level,  and  also  helped  with  the  Michel  plan  here,  that  I 
am  becoming  increasingly  concerned  with  this  rush  to  judgment, 
that  we  need  to  have  any  one  of  these  particular  plans  be  the  plan 
which  passes  in  the  Congress. 

This  affects  all  of  us  because  we  all  have  health  concerns.  It  af- 
fects some  14  percent  of  the  economy,  I  understand.  It  affects,  I 
guess,  about  one  out  of  seven  or  eight  people  who  have  jobs  that 
relate  to — who  have  jobs  in  country  which  do  happen  to  relate  to 
health  care. 

It  is  just  a  huge  issue,  and  I  am  very  concerned  that  the  535  of 
us  down  here  in  the  Capitol  building  don't  have  all  the  wisdom  in 
the  world  when  it  comes  to  health  care.  And  I  just  hope  that  we 
can  put  our  politics  aside  and  try  to  reach  whatever  is  a  right  an- 
swer. 

And  the  more  I  look  at  it  the  more  I  think,  and  Mr.  Petri  alluded 
to  this,  the  more  I  think  perhaps  we  should  do  those  things  ^ye 
agree  upon  this  year,  and  agree  that  we  will  continue  to  look  at  it, 
and  particularly  agree  to  give  flexibility  to  the  States. 

Your  very  States  which  are  represented  here  are  in  some  in- 
stances looking  at  universal  health  care  plans  and  other  things 
which  are  very  interesting.  And  I  know  that  in  our  little  State  of 
Delaware  that  we  provided  universal  health  care  for  children, 
started  to  do  the  things  that  need  to  be  done.  Perhaps  this  does  not 
lend  itself  to  a  congressional  solution  all  at  once. 

Having  said  that,  it  seems  to  me  that  you  can  really  boil  every- 
thing down  to  the  question  of  universal  coverage  or  cost,  when  you 
really  look  at  it.  And  the  cost,  there  is  a  million  ways  to  adjust  the 
cost,  and  I  think  managed  competition  does  it  as  well  as  any  other 
plan  out  there. 

My  concern  is  in  this  whole  question  of  the  universal  coverage 
versus  universal  access  or  whatever,  and  I  think  the  President 
makes  his  strongest  point  when  he  holds  up  that  card  and  says, 
"This  means  everybody  in  America  will  have  health  care,"  although 
I  don't  think  it  quite  means  that  for  a  variety  of  reasons. 

But  I  would  be  very  interested  in  your  approach,  from  any  of 
you,  with  respect  to  the  issue  of  access  to  health  care.  I  think  there 
are  a  lot  of  underserved  people.  They  get  health  care  but  they  get 
it  at  the  emergency  rooms,  as  we  all  know. 
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I  am  not  sure  that  Medicaid  does  all  it  can  do  to  help  people  with 
health  care.  There  is  15  percent  of  the  population  that  doesn't  have 
any  access,  except  the  emergency  room,  the  tertiary  care  instead  of 
the  primary  care  that  we  would  like  to  see  them  have,  the  prevent- 
ative care,  the  things  that  go  on  that  would  make  health  care  bet- 
ter for  them. 

On  the  other  hand,  you  and  some  of  the  other  plans  talk  about 
expanding  some  of  the  different  concepts  that  help  in  this  area,  the 
clinics,  the  Medicaid  plans  that  exist,  or  in  your  case  merging  the 
Medicaid  plans  into  something  else.  I  would  be  very  interested  in 
numbers  and  how  we  are  chipping  away  at  that  not-served  or  very 
underserved  population,  because  I  think  all  these  plans  end  up 
being  a  little  bit  closer  than  we  understand  and  we  tend  to  cat- 
egorize them  as  either  giving  universal  access  or  universal  coverage 
and  there  seems  to  be  nothing  in  between. 

I  think  when  you  really  analyze  them  it  gets  down  to  a  much 
lesser  percentage.  So  when  you  are  testifjdng,  not  just  today  but  in 
the  future,  and  we  are  looking  at  this,  I  think  we  all  have  a  respon- 
sibility to  really  understand  who  is  going  to  receive  coverage  in  this 
country  and  exactly  what  the  extent  of  that  coverage  is,  and  I 
would  appreciate  your  comments  on  that  in  the  future. 

Thank  you. 

Chairman  FORD.  Thank  you.  Mr.  Castle,  did  I  understand  you  to 
say  that  you  are  one  of  the  architects  of  the  Michel  plan? 

Mr.  Castle.  I  am,  sir. 

Chairman  Ford.  The  committee  had  scheduled  a  hearing  at  the 
request  of  the  Republicans  to  hear  about  the  Michel  plan  on  Mon- 
day morning.  I  changed  everything  around  so  that  I  could  be  here 
at  10  o'clock  on  Monday  morning  and  was  then  informed  late  Fri- 
day night  that  there  was  no  witness  available  on  Monday  to  speak 
for  the  Michel  plan.  Committee  staff  was  instructed  to  try  to  re- 
schedule it  if  there  is  any  time  left  to  this  committee  in  this  session 
of  Congress.  Could  you  give  us  a  little  help  to  get  somebody  to 
come  up  and  explain  it  to  us? 

Mr.  Castle.  I  was  unaware  of  the  problem.  We  want  health  care 
plans  to  work  every  day  of  the  week,  and  I  will  do  everything  in 
my  power,  if  we  can  get  a  rescheduling  date,  to  make  sure  that  we 
have  the  proper  witnesses  here.  I  happen  to  believe  it  is  a  plan 
that  is  not  getting  attention  which  should  get  attention. 

Chairman  FoRD.  The  staff  says  that  they  are  waiting  for  word 
from  on  high  over  here  to  reschedule  Mr.  Michel. 

Mr.  Castle.  Well,  you  see,  I  am  not  on  high.  But  I  will  try  to 
help  out  with  it  because  I  can,  sir. 

Mrs.  ROUKEMA.  Will  the  gentleman  yield? 

Mr.  Chairman,  thank  you.  I  do  want  my  Republican  colleagues 
as  well  as  my  colleagues  on  the  other  end  of  the  aisle  here  to  know 
that  you  and  I  spoke  about  this  issue  yesterday.  I  too  was  con- 
cerned after  having  changed  my — made  my  arrangements  to  be 
here — and  Mr.  Groodling  as  well,  I  might  add — as  to  why  it  had  not 
happened. 

I  will  pledge  to  you  that  as  I  have  already  contacted  our  House 
leadership  since  our  conversation,  I  want  our  Republican  members 
to  know  that  we  are  in  the  process  of  trying  to  arrange  that,  and 
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I  appreciate  the  fact  that  the  Chairman  is  very  willing  to  be  flexi- 
ble in  terms  of  the  scheduling  arrangements. 

But  I  think  it  is  important  for  us  to  get  Mr.  Michel  or  someone 
representing  the  Michel  proposal  here,  and  I  will  work  with  Mr. 
Castle  on  that. 

Chairman  Ford.  Thank  you. 

Mr.  Sawyer? 

Mr.  Sawyer.  Mr.  Chairman,  I  would  like  to  associate  myself  with 
the  comments  of  the  gentleman  from  Indiana  who  said  we  didn't 
need  any  more  opening  statements. 

Chairman  Ford.  Thank  you. 

[The  prepared  statements  of  Mr.  Owens  follows:] 

Statement  of  Hon.  Major  R.  Owens,  a  Representative  in  Congress  from  the 

State  of  New  York 

The  bill  which  this  committee  considers  today,  H.R.  3222,  is  an  attempt  to  expand 
access  to  health  insurance.  Unfortunately,  thebill  does  not  expand  access  in  a  mean- 
ingful or  equitable  way. 

I  have  said  it  before  in  this  committee  room  and  I  will  say  it  again — the  yardstick 
by  which  every  health  care  reform  plan  must  be  measured  is  universal  afEbrdability. 
The  guarantee  of  a  standard  benefits  package  is  meaningless  unless  every  American 
can  afford  to  purchase  health  insurance  which  will  provide  coverage  for  the  stand- 
ard benefits  package.  Guaranteeing  access  to  health  insurance  is  not  the  same  tiung 
as  guaranteeing  that  everyone  will  be  able  to  afford  health  insurance.  And  if  every- 
one cannot  afford  health  insurance,  then  true  universal  coverage  cannot  be 
achieved.  Neither  H.R.  3222  nor  the  President's  plan  measure  up  to  the  yardstick 
of  universal  affordability.  Only  the  single-payer  biU  [H.R.  1200]  does. 

H.R.  3222  benefits  the  private  health  insurance  industry  at  the  expense  of  many 
low-wage  and  middle-class  families.  The  insurance  industry  would  cash-in  on  the  in- 
crease in  the  niimber  of  uninsured  people  and  Medicaid  recipients  buying  health  in- 
surance. Insurance  carriers  selectively  seUing  to  small,  healthy  groups  also  wovild 
floiirish  outside  the  confines  of  Health  Plan  Purchasing  Cooperatives. 

Meanwhile,  currently  insured  middle-class  families  would  face  higher  costs  and 
shrinking  health  care  choices.  H.R.  3222  wo\ild  tax  as  income  the  value  of  any 
health  insurance  plan  an  employee  receives  from  his  or  her  employer  which  exceeds 
the  cost  of  the  lowest  cost  plan.  Therefore,  everj'  worker  who  currently  is  not  en- 
rolled in  the  lowest  cost  plan  wovdd  pay  new  income  taxes  on  the  value  of  benefits 
received  above  the  level  provided  by  the  lowest  cost  plan.  Moreover,  every  worker 
would  have  to  continue  to  pay  various  insurance  premiums,  copayments,  and 
deductibles. 

As  for  low-income  families  who  currently  do  not  have  any  health  insurance,  H.R. 
3222  may  not  represent  an  improvement.  Many  of  these  famihes  would  be  unable 
to  afford  copajrments  or  deductibles,  not  to  mention  the  premiums,  even  after  being 
paid  a  government  subsidy. 

Three  elements  of  H.R.  3222  also  have  the  potential  to  inflict  tremendous  harm 
on  individuals  with  disabilities.  First,  long-term  care  and  prescription  drugs  are 
among  the  benefits  most  needed  by  individuals  with  disabilities.  They  are  expensive 
and  thus  unlikely  to  be  included  as  part  of  the  cheapest  health  plan  available.  The 
result  would  be  that  individuals  with  disabilities  wovild  have  to  pay  for  these  serv- 
ices out-of-pocket  without  taking  any  tax  deductions.  Second,  the  biU  would  allow 
for  preexisting  condition  exclusion  periods  for  up  to  six  months.  For  an  individual 
with  a  disabihty,  that  would  mean  the  difference  between  life  and  death.  Third,  the 
bill  would  shift  the  cost  of  long-term  care,  now  covered  by  Medicaid,  to  the  States. 
However,  the  bill  would  not  reqviire  States  to  offer  long-term  care  to  individvials 
with  disabilities.  As  Chairman  of  the  Subcommittee  on  Select  Education  and  Civil 
Rights,  which  has  jurisdiction  over  disabihty  policy,  I  find  these  three  characteris- 
tics of  the  bill  to  be  deplorable. 

This  bill  is  a  consumer's  nightmare.  It  also  amounts  to  a  teix  increase  for  which 
the  middle  class  v/ould  have  to  pay  dearly.  I  do  not  think  that  the  citizens  of^this 
country  are  prepared  to  pay  so  much  for  so  Uttle  in  return.  If  a  health  care  reform 
package  does  not  include  an  unequivocal  guarantee  of  universal  coverage,  then  it 
is  not  worth  its  price  tag. 

[The  prepared  statement  of  Mr.  Scott  follows:] 
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Statement  of  Hon.  Robert  C.  Scott,  a  Representative  in  Congress  from  the 

State  of  Virginia 

Thank  you,  Mr.  Chairman.  I  sincerely  applaud  your  leadership  in  facilitating  a 
comprehensive  examination  of  the  many  proposals  to  affect  change  in  our  he^th 
care  system.  Last  month,  we  heard  the  debate  on  the  American  He^th  Secvirity  Act, 
today  we're  examining  Mr.  Cooper's  plan  and  later,  I  understand,  tihat  hearings  will 
be  held  on  other  major  proposals.  And,  of  course,  we  have  heard  from  many  of  the 
architects  of  the  President's  plan  including  the  First  Lady,  Secretary  Shalala,  and 
Secretary  Reich.  I  believe  that  it  is  critical  that  we  spend  whatever  time  is  nec- 
essary to  thoroughly  examine  all  of  the  options  to  determine  which  one  best  meet 
the  needs  of  all  citizens. 

In  my  mind,  the  gaps  in  our  current  system  are  very  clear.  I  believe  that  it  is 
unconscionable  that  in  this  the  wealthiest  and  most  powerful  of  all  nations,  too 
many  of  our  citizens  are  unable  to  get  the  health  care  that  they  need.  "They  either 
lack  the  insurance  or  the  funds.  I  believe  that  it  is  indefensible  that  our  health  care 
system  is  still  geared  more  to  medical  care  once  a  problem  has  developed  than  to 
preventive  care  that  will  lead  to  a  healthier  citizenry.  Many  health  care  plans  will 
cover  bjmass  surgery,  but  they  don't  cover  mammograms  or  basic  physical.  And,  I 
beUeve  that  it  is  inexcusable  that  although  we  pay  more  per  capita  on  health  care 
than  any  other  industriahzed  nation  that  we  still  trail  other  countries  in  our  ability 
to  immunize  our  children  and  our  infant  mortality  rates  are,  regrettably,  still  be- 
hind many  other  nations.  I  beUeve  that  a  comprehensive  health  care  reform  package 
can  address  these  deficiencies  in  our  current  system. 

I  am  anxious  to  hear  from  Mr.  Cooper  and  other  witnesses  today  as  to  how  H.R. 
3222  deals  with  these  concerns.  Thank  you 

[The  prepared  statement  of  Mr.  Hobson  follows:] 

Statement  of  Hon.  David  L.  Hobson,  a  Representative  in  Congress  from  the 

State  of  Ohio 

Mr.  Chairman,  thank  you  for  providing  this  opportunity  to  discuss  H.R.  3222,  the 
Managed  Competition  Act.  Congressmen  Jim  Cooper  and  Fred  Grandy  and  others 
have,  with  the  introduction  of  this  bill,  made  an  important  contribution  to  the 
health  reform  debate.  I  am  pleased  to  join  them  as  one  of  the  original  10  sponsors 
of  the  bill. 

Much  of  the  heedth  reform  debate  has  focused  on  working  toward  universal  cov- 
erage of  health  services — and  that  should  remain  our  central  goal.  But  some  plans 
overpromise  when  they  say  that  most  Americans  will  have  the  same  health  care  or 
better  for  the  same  cost  or  less — CBO  reminded  us  of  this  just  a  few  weeks  ago. 

There  are  alternatives  to  false  promises.  We  can  guarantee  health  coverage  to 
those  Americans  who  are  most  in  need.  And  we  can  pay  for  it. 

Today  there  is  a  serious  gap  between  all-or-nothing  Medicaid  eligibility  and  pri- 
vate insurance  coverage.  The  people  trapped  in  the  middle — mainly  the  working 
poor — do  not  quahfy  for  Medicaid  and  cannot  afford  insurance. 

The  Managed  Competition  Act  is  an  important  step  toward  bridging  that  gap.  It 
replaces  Memcaid  with  a  new  Federal  program  that  provides  health  care  premium 
and  copayment  assistance  to  individuals  and  families  with  income  below  200  per- 
cent of  their  State's  poverty  level. 

Low-income  individuals  and  families  [income  below  200  percent  of  poverty]  are 
free  to  choose  from  among  health  plans  available  in  their  area,  and  must  be  enrolled 
in  a  plan  to  receive  Federal  assistance.  They  are  responsible  for  nominal 
copayments,  and  eligible  for  Federal  cost-sharing  assistance. 

Very  low-income  individuals  and  families  [income  below  100  percent  of  poverty] 
are  eligible  to  join  a  plan  with  no  premium  cost  to  them.  They  are  eligible  for  assist- 
ance in  obtaining  types  of  health  care  that  are  now  tjT)ically  provided  by  Medicaid — 
Hke  prescription  drugs,  eyeglasses,  hearing  aids — ^but  may  not  be  included  in  the 
uniform  set  of  benefits. 

Moderately  low-income  individuals  and  families  [income  between  100  percent  and 
200  percent  of  poverty]  are  responsible  for  pajdng  a  portion  of  the  premium  cost  of 
the  plan  they  choose.  'Their  premium  cost  is  based  on  a  sliding  scale  related  to  in- 
come. 

The  approach  taken  by  the  Managed  Competition  Act  has  several  clear  benefits. 

H.R.  3222  increases  access  to  health  benefits.  Ten  million  Americans  who  have  in- 
come below  poverty  and  are  uninsured  would  be  guaranteed  access  to  health  cov- 
erage. Another  11  million  Americans  with  income  100  and  200  percent  of  poverty 
would  be  eligible  for  a  partial  Federal  subsidy. 
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H.R.  3222  controls  medical  inflation.  The  fee-for-service  structure  of  Medicaid  is 
highly  inflationary — exceeding  12  percent  growth  annually.  The  Managed  Competi- 
tion Act  allows  individuals  with  low  income  to  join  private  health  plans  that  com- 
pete on  the  basis  of  cost  and  quality  of  services. 

H.R.  3222  enacts  effective  welfare  reform.  Cvirrent  Medicaid  eligibility  is  linked  to 
other  public  assistance  programs  so  that  welfare  recipients  who  choose  to  work  risk 
losing  their  health  benefits.  The  Managed  Competition  Act  preserves  incentives  to 
work  by  breaking  the  link  between  eligibility  for  health  benefits  and  public  assist- 
ance. 

The  Managed  Competition  Act  bridges  the  gap  between  Medicaid  eligibility  and 
affordable  health  insurance  along  themes  that  have  emerged  as  important  to  suc- 
cessfiil  reform — increased  access  to  care,  cost  effectiveness,  and  consistency  with 
welfare  reform. 

Mr.  Chairman,  thank  you  agaiin  for  facilitating  this  discussion  on  health  care  re- 
form, particxilarly  the  Managed  Competition  Act.  There  are  no  easy  answers  to  re- 
solve the  complicated  issues  of  health  care  reform.  But  through  careful  delibera- 
tion— like  this  hearing  today — we  can  avoid  making  false  promises.  We  can  identify 
alternatives  that  guarantee  health  coverage  to  those  Americans  who  are  most  in 
need.  And  we  can  pay  for  it. 

Chairman  FORD.  We  had  a  number  of  requests  from  people  to 
comment  on  the  Cooper  bill,  and,  as  you  can  see,  we  have  a  full 
panel  here  and  other  panels  following.  We  couldn't  accommodate 
all  of  them,  so  they  have  submitted  formal  statements,  and,  with- 
out objection,  we  will  insert  them  at  this  point  in  the  record  for 
your  information. 

[The  prepared  statements  of  Henry  J.  Aaron,  Ph.D.,  Director, 
Economic  Studies  Program,  The  Brookings  Institution  and  the  Con- 
sortium for  Citizens  with  Disabilities  Health  Task  Force  follow:] 
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•Director  of  Economic  Studies  Program,  The  Brookings  Institution.  The  views  expressed  in  this  statement 
do  not  necessarily  reflect  those  of  staff  members,  officers,  or  trustees  of  The  Brookings  Institution. 
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Mr.  Chairman: 

Thank  you  for  the  invitation  to  testify  before  your  committee  on  H.  R.  3222,  The 
Managed  Competition  Act  of  1993.  In  my  comments  today,  I  should  like  to  emphasize 

t^vo  broad  observations. 

«  H.R.  3222  embodies  a  number  of  principles  that  I  believe  must  be  in  place 
before  the  United  States  can  achieve  universal  coverage  and  cost  control. 
These  principles  include  the  creation  of  regional  alliances  to  supervise  the 
sale  and  purchase  of  insurance,  the  requirement  that  members  of  groups 
smaller  than  some  stipulated  size  purchase  insurance  from  such  groups  or 
-  be  denied  tax  advantages  they  would  otherwise  enjoy,  and  various  limits 
on  the  practices  of  insurers. 

♦  Despite  these  features,  H.R.  3222  cannot  be  the  starting  point  for  drafting 

successful  compromise  legislation  because  of  several  design  flaws  and 
omissions.  The  design  flaws  include  the  absence  of  plausible  mechanisms 
to  significantly  extend  insurance  coverage  or  control  growth  of  spending 
and  the  use  of  the  least  costly  plan  in  an  area  as  the  benchmark  for 
subsidies  and  tax  incentives.  The  omissions  include  a  failure  to  specify  just 
what  benefits  are  to  be  covered. 

Regional  Alliances 

H.R.  3222,  along  with  the  proposals  of  the  Clinton  admiiiistration  and  of  Senator 
Chafee,  calls  for  the  creation  of  regionally  based  alliances  that  will  perform  various 
functions  to  oversee  the  sale  and  purchase  of  health  insurance.  Rules  for  membership 
in  the  alliances  and  the  design  and  powers  of  the  health  alliances  differ  among  these 
three  proposals.  I  could  spend  my  time  listing  the  differences  and  indicating  which 
features  seem  preferable  to  others,  but  I  want  to  make  a  simpler  point  regarding  the 
alliances. 
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Creation  of  resio^Jal  alliances  or  health  cooperatives  is  vital  for  the  ultiujate 
achievenjent  of  universal  coverage  and  the  creation  of  vtechanisms  cayahle  of 
limiting  growth  of  health  care  spending. 

Alliances  play  a  central  part  in  three  of  the  four  major  proposals  now  on  the 
Congressional  agenda.  They  play  a  central  part  in  the  competitive  strategy  of  each  of 
these  three  plans.  But  a  deeper  reason  for  the  importance  of  health  alliances  makes  them 
of  equal  importance  to  the  supporters  of  a  single-payer  approach  to  universal  coverage 
and  cost  control. 

The  United  States  is  a  large  and  exceedingly  diverse  country.  Single  states  exceed 
major  nations  in  size  and  population.  The  political,  geographic,  ethnic,  religious,  and 
political  diversity  of  the  United  States  is  breathtaking.  The  organization  and  delivery 
of  health  care  differs  enormously  within  the  United  States.  The  idea  that  the  same  rules 
will  be  optimal  for  Iowa  farm  towns.  East  Los  Angeles  barrios,  and  Wyoming  valleys, 
for  the  elderly  in  Miami  and  the  Hopis  and  Navajos  in  Arizona  and  New  Mexico;  that 
the  same  rules  will  even  work  in  states,  such  as  California  and  Minnesota,  where  health 
maintenance  organizations  are  widely  accepted,  and  in  Texas,  where  until  recently 
physicians  who  practiced  in  health  maintenance  organizations  were  harassed  by  their 
professional  colleagues;  the  idea  that  relatively  liberal  states,  such  as  New  York  or 
Maryland  will  readily  accept  the  same  rules  that  will  be  embraced  by  conservative  states, 
such  as  Montana  or  Arizona;  the  idea  that  the  health  systems  of  Massachusetts  and 
Idaho,  where  per  capita  health  spending  differs  by  a  factor  of  two,  should  be  identically 
governed  ~  these  ideas  are,  to  be  blunt,  ridiculous. 
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A  decent  respect  for  the  diversity  of  the  United  States  demands  that  any  national 
heahh  plan  accommodate  considerable  regional  diversity  in  rules  and  administration. 
If  such  diversity  is  to  exist,  however,  the  rules  governing  health  insurance  will  not  be 
administered  by  federal  agencies  implementing  a  single  set  of  Congressionally  legislated 
rules,  but  by  state  or  sub-state  agencies  implementing  rules  that  reflect  federal  standards 
and  requirements  but  differ  based  on  the  particular  circumstances  of  various  states  and 

sub-state  regions. 

Unfortunately,  no  such  organizations  yet  exist.  They  are  coming  gradually  into 
e.xistence  in  a  few  states.  But  they  must  be  brought  to  reality  everywhere  if  the 
objectives  of  insurance  for  everyone  and  a  framework  for  cost  control  are  to  become 
realities.  This  statement  is  true  whether  you  believe  in  a  single-payer,  Canadian 
approach  to  health  care  reform  such  as  Representative  McDermotf  s  bill,  an  individual 
mandate  such  as  Senator  Chafee's,  or  a  mixed  employer  and  individual  mandate  such 
as  President  Clinton's.  It  is  even  true  if  you  embrace  the  very  limited  reforms  contained 
in  Representative  Cooper's  bill.  Nothing  -  repeat,  nothing  -  of  importance  can  take 
place  without  regional  alliances  or  purchasing  cooperatives. 

Despite  inclusion  of  some  form  of  regional  alliance  in  three  of  the  major  reform 
proposals,  the  very  concept  of  regional  alliances  or  health  cooperatives  is  reported  to  be 
in  political  jeopardy.  Many  members  of  Congress  look  at  the  health  markets  that  span 
state  lines  and  say  they  could  not  support  a  plan,  such  as  President  Clinton's,  that 
prohibits  aUiances  that  span  state  lines.  Some  find  mandatory  alliances  unduly  coercive. 
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while  others  are  sure  voluntary  alliances  will  become  homes  for  the  very  sick  and 
collapse  from  high  cost. 

My  primary  purpose  is  not  to  enter  into  the  specifics  of  alliance  design,  although 
I  shall  be  glad  to  go  into  this  issue  further  if  you  wish.  Rather,  it  is  to  suggest  to  you 
that  the  most  important  strategic  issue  relating  to  health  care  reform  that  Congress  will 
address  this  year  is  the  creation  and  design  of  regional  alliances.  It  is  vital  for  the 
achievement  of  universal  coverage  and  cost  control  that  such  alliances  be  created  and 
/become  politically  legitimated.  It  is  vital  that  they  collect  information,  that  they  learn 
'  to  pay  subsidies  to  individuals  or  to  businesses,  that  they  learn  to  supervise  the  sale  of 
insurance,  that  they  learn  to  deal  with  physicians,  hospitals,  and  other  providers.  The 
exact  set  of  tasks  varies  according  to  the  particular  plan.  But  nothing  can  happen  unless 
politically  legitimated  sub-federal  entities  are  created.  If  Congress  deadlocks  on  every 
other  aspect  of  health  care  reform  this  year,  it  will  be  a  pity  because  much  can  and 
should  be  done.  But  if  you  do  no  more  this  year  than  bring  regional  health  alliances 
into  existence,  1994  will  be  remembered  in  history  books  as  a  landmark  year  and  you 
can  congratulate  yourselves  on  having  enacted  one  of  the  most  important  advances  of 
American  federalism  in  our  history. 

Shortcomings  of  H.R.  3222 

H.R.  3222  is  silent  on  what  constitutes  an  acceptable  benefit  package.  The  task 
of  defining  such  a  benefit  package  is  left  to  a  Health  Care  Standards  Commission,  which 
would  be  brought  into  existence  after  passage  of  this  bill.    The  bill  contains  some 
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guidelines  that  would  govern  the  design  of  the  benefit  package,  but  as  a  practical  matter, 
the  bill  asks  Congress  to  mandate  an  unspecified  package  of  benefits.  The  bill  lists 
neither  the  content  of  the  benefit  package  nor  cost  ceilings  or  floors. 

If  ever  there  were  legislation  veritably  stamped:  "Trust  me;  I  am  from  the  U.S. 
Congress  and  I  am  here  to  help  you,"  this  is  it.  The  failure  of  H.R.  3222  to  specify  the 
core  element  of  a  health  reform  poses  formidable  technical  and  analytical  problems. 
From  the  standpoint  of  Congressional  procedure,  it  is  not  clear  ho^v  the  Congressional 
Budget  Office  can  score  this  bill.  To  be  sure,  CBO  presented  estimates  last  year,  but  they 
stressed  that  they  had  to  make  assumpfions  regarding  the  benefit  package  on  which  the 
bill  gave  no  guidance  simply  because  it  ^vas  impossible  to  make  estiniates  on  the  basis 
of  what  the  bill  contained. 

But  there  is  an  even  deeper  problem.  As  the  Clinton  administrafion  discovered, 
specifying  the  services  to  be  covered  in  a  health  plan  is  not  enough  to  define  the  cost  of 
the  plan  if  the  objective  is  to  control  growth  of  spending.  The  reason  is  subtle  but 
simple.  Nearly  every  medical  service  is  of  considerable  value  to  some  patients.  For  that 
reason,  nearly  every  medical  service  should  be  available  ~  or  covered  ~  by  any 
approved  plan.  But  if  patients  are  insured  and  pay  little  or  nothing  for  care  when 
seriously  ill  —  and  keep  in  mind  that  most  health  care  spending  occurs  during  episodes 
or  periods  that  would  easily  exhaust  even  stiff  cost  sharing  requirements  —  they  will 
tend  to  want  those  services  in  situations  where  the  benefits  are  small  to  nil.  Thus,  some 
limit  on  total  spending  is  necessary  for  cost  control.   But  the  bill  contains  none. 
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Tax  Incentives 

The  fiscal  discipline  of  H.R.  3222  comes  from  the  provision  that  deductibility  of 
insurance  premiums  is  limited  to  the  cost  of  the  least  expensive  approved  plan  in  a 
given  purchasing  cooperative  area.  This  provision  means  that  deductibility,  at  least  at 
the  outset,  would  vary  enormously  among  and  %vithin  states.  Thus,  H.R.  3222  doubly 
blinds  members  of  Congress  on  what  exactly  they  are  being  asked  to  approve.  The 
content  of  the  benefit  package,  which  would  be  nationally  uniform,  is  undefined.  And 
the  fiscal  incentive  from  denial  of  deductibility  for  excess  premiums,  which  would  differ 
among  and  within  states,  will  depend  on  how  the  boundaries  of  cooperatives  are  drawn 
and  what  plans  happen  to  be  offered  within  them.  The  scope  for  strategic  behavior  in 
drawing  the  boundaries  of  cooperatives  is  staggering,  as  is  the  scope  for  marketing 
strategy  by  individual  insurance  companies. 

Even  if  someone  happens  to  think  that  such  rules  are  good  policy,  they  are 
probably  impossible  to  administer.  What  is  deductible  will  depend  on  the  marketing 
decisions  of  insurers  in  the  various  purchasing  cooperatives.  But  federal  tax  laws  do  not 
usually  vary  across  the  states.  H.R.  3222  would  require  separate  tax  rules  for  companies 
in  every  purchasing  alliance  because  deductibility  would  be  limited  to  the  least  costly 
plan  in  each  alliance.  Companies  operating  in  different  alliance  areas  would  thus  be 
subject  to  more  than  one  set  of  rules.  Since  different  alliances  can  set  different  size  limits 
for  the  establishment  of  closed  alliances,  many  companies  operating  in  two  alliances 
would  be  subject  to  diverse  rules.   Couples  who  both  work  outside  the  home  and  are 
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employed  in  different  alliance  areas  \vould  be  subject  to  different  ceilings  above  which 
deductibility  of  supplemental  premiums  would  be  denied.  I  doubt  whether  practicable 
solutions  to  these  problems  can  be  found,  but  attempts  to  make  these  rules  work  would 
give  new  meaning  to  complexity  in  tax  administration  and  compliance. 

Subsidies 

For  at  least  three  decades,  policy  analysts  have  been  aware  of  an  inescapable 
dilemma  in  any  program  to  provide  subsidized  benefits  to  the  poor  Any  such  program, 
whether  in  cash  or  in  kind,  is  defined  by  three  variables:  the  amount  of  assistance,  the 
rate  at  which  benefits  diminish  as  income  rises,  and  the  income  level  at  which  the 
subsidy  ceases.  Any  two  of  these  variables  determines  the  third.  The  dilemma  arises 
because  high  benefit  reduction  rates  discourage  work,  but  low  benefit  reduction  rates 
increase  the  number  of  households  that  receive  assistance  and,  hence,  the  cost  of 
assistance.  In  the  case  of  large  benefits,  the  cost  can  be  very  high  unless  the  benefits  are 
withdrawn  rapidly. 

Providing  health  insurance  to  the  poor  presents  this  problem  in  stark  form.  All 
health  plans  now  under  discussion  must  face  it  and  all  do  so  in  different  ways.  Thus, 
my  comments  on  H.R.  3222  do  not  mean  that  other  plans  are  free  of  similar  problems, 
although  I  believe  that  the  Clinton  proposal  handles  the  problems  in  ways  that  are 
generally  superior  to  those  of  H.R.  3222. 

Households  with  incomes  not  greater  than  the  official  poverty  thresholds  would 
receive  subsidies  sufficient  to  pay  for  the  least  cost  plan  in  their  alliance  area.    Once 
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again,  it  is  important  to  recall  that  this  provision  means  that  the  amount  of  subsidy  will 
vary  enormously  among  and  within  states.  In  general,  residents  of  states  \vhere  costs 
are  high  will  receive  much  larger  subsidies  than  do  residents  of  low-cost  states.  But 
even  within  states,  the  resident  of  a  relatively  high-cost  cooperative  will  receive  subsidies 
worth  much  more  than  do  neighbors  across  the  street  who  happen  to  live  in  a  low-cost 
cooperative.  And  there  is  no  reason  to  think  that  service  levels  will  be  the  same.  Thus, 
one  family  may  have  to  pay  a  considerable  sum  for  the  same  service  available  free  of 
charge  to  neighbors. 

But  even  if  these  features  do  not  bother  one,  the  fact  that  millions  of  lo^v  income 
households  will  face  nearly  confiscatory  taxes  should  be  troubling.  Family  health 
insurance  costs  in  President  Clinton's  plan,  which  provides  benefits  roughly  at  the 
median  for  corporate  plans,  considerably  exceed  $5,000  annually.  Perhaps  coverage 
under  H.R.  3222  will  be  less  generous  or  less  costly.  As  I  have  noted,  I  do  not  know; 
and  neither  do  you.  H.R.  3222  provides  full  coverage  of  whatever  benefit  package 
happens  to  emerge  at  whatever  cost  happens  to  prevail  in  a  particular  community. 
Whatever  that  turns  out  to  be,  families  with  income  not  greater  than  official  poverty 
thresholds  vAll  get  it  free.  Families  wth  incomes  at  least  equal  to  twice  poverty 
thresholds  (or  their  employers)  will  have  to  pay  for  it  in  full.  Thus,  the  full  benefit  will 
be  removed  over  an  income  range  that  varies  by  family  size.  The  following  table 
illustrates  the  resulting  tax  rates: 
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Family  Size 

Income  Range  from 

(0  200  Percent  c 

Official  Poverty  Th 

100  Percent 
f 

resholds 

Subsidy 

Implicit  Tax  Rate 
(percent) 

One 

S  7,552 

$2,100 

2S 

Two 

9,659 

4,200 

43 

Three 

11,832 

5,565 

47 

Four 

15,172 

5,565 

37 

Five 

17,929 

5,565 

31 

■  Tiie  subsidy  is  the  cost  of  the  Clinton  health  plan,  as  estimated  by  the  Congressional  Budget 
Office.  For  t\s-c-person  units,  I  use  the  cost  of  the  plan  for  a  couple.  For  larger  families,  I  use 
the  cost  of  plan  for  a  couple  with  children. 

Were  these  the  only  taxes  people  face,  one  \\-ould  probably  not  find  the  effects  on 
work  incentives  excessively  troubling.  But  most  such  households  will  face  personal 
income  tax  rates  of  15  percent  and  payroll  taxes  of  7.65  percent  (15.3  percent  if  one  takes 
account  of  both  the  employee  and  employer  tax,  both  of  which,  according  to  most 
economic  analyses  are  borne  by  workers).  Many  will  face  reductions  in  earned  income 
tax  credits  at  the  rate  of  17.63  percent.  Those  who  are  eligible  for  food  stamps  or 
housing  assistance  will  face  additional  implicit  taxes  in  the  form  of  benefits  that  fall  as 
income  rises. 

When  a  few  households  face  such  rates,  one  might  well  conclude  that  the  results 
are  undesirable,  but  tolerable  as  the  price  for  extending  health  insurance  coverage  to  all 
of  the  poor  and  many  of  the  nonpoor.  But  these  work  disincentive  effects  would  be 
pervasive  and  ■would  be  regarded  by  most  people  --correctly,  I  believe  --  as  intolerable. 
Only  three  avenues  of  escape  are  available. 
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The  first  is  to  retain  the  full  subsidy  for  the  poor,  but  sharply  lower  the  rate  at 
which  benefits  are  withdrawn.  Phasing  out  benefits  at  half  the  rate  so  that  the  implicit 
tax  rates  sho'wii  above  ^vere  cut  in  half  would  extend  benefits  to  all  households  with 
incomes  of  less  than  three  times  official  poverty  thresholds  and  would  probably  double 
program  costs,  since  the  range  of  income  from  200  to  300  percent  of  poverty  is  the  most 
heavily  populated  range  of  the  income  distribution.  But  even  so  costly  a  fix  doesn't 
really  solve  the  problem,  as  combined  tax  rates  would  still  run  to  60  percent  or  more 
and  these  rates  would  apply  to  a  much  increased  share  of  the  population.  As  a  result, 
the  total  work  disincentive  impact  would  probably  increase. 

The  second  approach  is  to  cut  the  amount  of  subsidy  available  even  to  the  poor. 
Such  a  change  would  permit  benefits  to  be  phased  out  by  the  time  incomes  reach  t\vice 
official  poverty  thresholds  with  lower  benefit  reduction  rates.  But  such  a  change  would 
render  the  claims  of  H.R.  3222  to  significantly  extend  coverage  transparently  fraudulent. 
Households  that  are  judged  too  poor  to  buy  even  the  meager  bundle  of  goods  used  to 
set  the  official  poverty  thresholds  would  be  tantalized  with  the  promise  that  they  could 
buy  insurance  that  was  unaffordable  but  not  quite  so  far  beyond  their  grasp  as  it  would 
be  if  they  were  not  offered  any  subsidy  at  all. 

Neither  of  these  two  escapes  from  the  dilemma  of  assisting  low-income 
households  is  acceptable,  in  my  view.  One  is  driven,  therefore,  to  the  third  avenue  of 
escape,  abandoning  altogether  the  framework  of  H.R.  3222  and  extending  coverage  to 
low-income  households  in  some  other  way.  Let  me  be  clear  that  I  am  not  indicting  the 
concept  of  subsidies  paid  directly  to  households;  such  subsidies  are  inescapable  under 
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plans,  such  as  Senator  Chafee's  or  President  Clinton's  that  establish  an  individual 
mandate,  at  least  for  households  with  no  member  connected  to  the  labor  force.  Some 
such  subsidies  are  essential,  but  the  scope  of  high  benefit  reduction  rates  is  significantly 
narrower  in  President  Clinton's  plan  than  in  H.R.  3222.  The  scheme  that  President 
Clinton  uses  carries  problems  of  its  o'lvn,  but  I  believe  that  these  problems  are  far  more 
manageable  than  those  of  H.R.  3222. 
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Conclusion 

H.R.  3222  has  been  the  primary  legislative  vehicle  for  those  who  believe  that 
managed  competition  offers  the  best  ^vay  to  solve  the  problems  of  health  care  access  and 
cost  control.  It  is  important  to  note  that  both  President  Clinton's  and  Senator  Chafee's 
plans  embrace  key  elements  of  managed  competition.  This  debate  should  not  be  cast 
as  a  contest  between  true  believers  in  managed  competition,  who  embrace  H.R.  3222, 
and  the  heathen,  who  embrace  one  of  the  other  major  plans.  It  is  quite  possible,  for 
example,  to  embed  powerful  competitive  incentives  even  within  a  single-payer  plan  that 
uses  fixed  budget  controls  on  hospitals.'  But  even  those  of  us  who  believe  in  using 
competitive  markets  to  allocate  resources  wherever  and  whenever  possible,  need  to 
recognize  and  acknowledge  that  H.R.  3222  simply  won't  work.  Better  plans  are  on  the 
table.   Congress  needs  to  turn  to  them  now. 


'Henry  J.  Aaron,  "Budge  Limits  and  ManagedComp)etition:  Allies, Not  Antagonists," Hfifl/t/ji4)55j»rs, 
123,  FaI11993,  pp.  132-136. 
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chronic  illnesses,  and  thar  families. 
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Center  on  Disability  and  Health 

Council  for  Exceptional  Children 

Disability  Rights  Education  and  Defense  Fund 

Epilepsy  Foundation  of  America 

Federation  of  Families  for  Children's  Mental  Health 

Higher  Education  Consortium  for  Special  Education 
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National  Recreation  and  Park  Association 

National  Rehabilitation  Association 

National  Transplant  Support  Network 

NISH  -  Creating  Employment  Opportimities  for  People  with  Severe  Disabilities 

Paralyzed  Veterans  of  America 

Research  Institute  for  Independent  Living 

RESNA  -  An  Interdisciplinary  Association  for  the  Advancement  of  Rehabilitation 

and  Assistive  Technologies 
Spina  Bifida  Association  of  America 
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For  additional  information,  please  contact 
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Janet  O'Keeffe  202-336-5934 
Peter  Thomas     202-659-2900 
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The  Consortium  for  Citizens  with  Disabilities  (CCD)  is  a  working  coalition  of  over 
100  national  consumer,  advocacy,  provider  and  professional  organizations,  which 
advocates  on  behalf  of  people  of  aU  ages  with  physical  and  mental  disabilities  and 
their  families.  Since  1973,  CCD  has  advocated  for  federal  legislation,  regulations,  and 
funding  to  benefit  people  with  disabilities.  We  appreciate  this  opportunity  to  present 
our  views  to  the  Committee. 

For  many  persons  with  disabilities,  lack  of  access  to  compreher\sive  health  care 
undermines  the  promise  of  the  Americans  with  Disabilities  Act  for  inclusion, 
independence  and  empowerment.   People  with  disabilities  include  individuals  with 
physical  and  mental  impairments,  conditions  or  disorders,  and  people  with  acute  or 
chronic  illnesses,  which  impair  their  ability  to  function.  The  49  million  Americans 
with  disabilities  have  an  enormous  stake  in  the  current  health  care  reform  debate. 
Lack  of  adequate  health  care  coverage  is  a  critical  issue  for  many  persons  with 
disabilities  and  chronic  illnesses,  who  have  experienced  first  hand  the  myriad 
problems  with  the  current  system.  Persons  with  disabilities  and  chronic  illnesses  are 
disproportionately  represented  among  both  the  vminsured  and  the  under-insured  in 
the  current  system  of  private  health  insurance.   As  it  operates  today,  the  U.S.  health 
insurance  system  fails  persons  with  disabilities  and  chronic  conditions  in  fundamental 
ways: 

•  It  excludes  many  persons  with  disabilities  and  chronic  conditions  as  "medically 
uninsurable"  or  only  offers  them  insurance  with  pre-existing  condition 
exclusions.   In  a  recent  Census  Bureau  survey,  43  percent  of  persons  with 
severe  disabilities  reported  that  they  did  not  have  private  health  insurance. 

•  It  often  charges  prohibitive  rates  to  persons  with  ongoing  health  needs,  making 
insurance  imaffordable  for  many. 

•  It  does  not  pay  for  many  necessary  health-related  services,  including  adequate 
rehabilitation,  assistive  technology,  and  long-term  services  and  supports. 

•  It  places  armual  and  life-time  limits  on  health  care  services. 

•  It  often  fails  to  provide  protection  against  catastrophic  health  care  costs. 

•  It  allows  insurers  to  termirute  insurance  coverage  when  a  person  becomes  ill. 

For  all  these  reasons,  CCD  strongly  endorses  the  need  for  far-reaching  and 
comprehensive  reform  of  the  American  health  care  system. 

When  evaluating  the  adequacy  of  a  health  system  reform  proposal,  whether  the 
needs  of  persons  with  disabilities  and  chronic  illnesses  are  met  is  an  essential  litmus 
test.  It  is  our  strong  belief  that  a  health  care  system  that  meets  the  needs  of  persons 
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with  disabilities  and  chronic  illnesses  will  meet  the  needs  of  all  Americans. 
Accompanying  this  testimony  is  a  document  -  "The  Cooper  Health  Plan  Fails  Persons 
with  Disabilities  and  Chronic  Illnesses"  -  which  outlines  in  detail  why  Rep.  Cooper's 
health  plan  does  NOT  meet  the  needs  of  persons  with  disabilities  and  chronic 
illnesses. 

The  remainder  of  our  testimony  provides  a  detailed  analysis  of  the  positive  features 
of  President  Clinton's  Health  Security  Act  and  the  reasons  we  support  them.  The 
overwhelnriing  majority  of  these  positive  features  are  NOT  part  of  Rep.  Cooper's  biU. 
The  testimony  also  includes  recommendations  for  refirung  several  provisions  of  the 
Health  Security  Act,  which  address  specific  concerns  of  the  disability  community.   It 
is  important  to  note  that  while  these  recommendations  relate  specifically  to  the 
Health  Security  Act,  many  of  the  problems  they  address  are  not  problems  with  the 
bill  per  se,  but  problems  with  the  current  health  system  that  must  be  adequately 
addressed  in  any  health  reform  legislation  that  the  Congress  enacts.  The  Cooper 
plan  not  only  fails  to  address  many  of  these  problems  with  the  current  system,  but 
in  some  instances  would  make  them  worse. 

POSITIVE  FEATURES  OF  PRESIDENT  CLINTON'S  HEALTH  SECURITY  ACT 

There  are  many  positive  features  in  the  Health  Security  Act  that  address  issues  of 
concern  to  persons  with  disabilities.  These  features  must  be  retained  in  any  health 
reform  legislation  enacted  by  Congress.  Legislative  proposals  that  do  not  include 
these  features  do  not  constitute  reform  and  will  be  vigorously  opposed  by  the 
disability  community.  These  fundamental  features  and  the  positive  ways  the  Health 
Security  Act  addresses  them  are: 

Universal  Coverage.  All  legal  residents  of  the  Uruted  States  will  be  covered  by  1998 
and  health  care  coverage  will  not  be  dependent  upon  employment  status,  age,  health, 
disability,  or  ability  to  pay. 

Non-Discrimination,    Federal  dvil  rights  laws,  including  Section  504  of  the 
Rehabilitation  Act  of  1973  and  the  Americans  with  Disabilities  Act,  will  govern  all 
parts  of  the  health  care  system,  including  health  alliances,  health  plans,  the  National 
Health  Board,  and  providers.  These  laws  will  provide  important  protections  for 
persons  with  disabilities,  including  assurances  that  negative  assumptions  regarding 
the  quality  of  life  of  individuals  with  disabilities  will  not  be  used  to  make 
deterntinations  about  the  medical  necessity  and  appropriateness  of  services.  These 
protections  are  critical  for  persons  with  disabilities  and  must  be  retained  in  any 
health  care  reform  legislation  passed  by  the  Congress. 

Elimination  of  Pre-Existing  Condition  Exclusions.  No  one  will  be  denied  coverage 
for  any  health  problem. 
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Equitable  Financing  and  Mechanisms  to  Spread  Risk  as  Broadly  as  Possible. 

•  Mandatory  community  rating.    Community  rating  is  the  cornerstone  of 
equitable  financing.  It  eliminates  the  exorbitant  premiums  that  people  with 
disabilities  and  chroruc  illnesses  have  been  forced  to  pay  for  inadequate 
coverage.  Community  rating  will  also  help  to  increase  employment 
opportunities  and  ensure  retention  of  employees  with  disabilities.  Currently, 
many  employers  are  unable  to  afford  or  obtain  health  insurance  for  employees 
who  have  a  disability,  or  who  have  a  family  member  with  a  disability  or 
chroruc  illness.  This  situation  discourages  the  employment  of  persons  with 
disabilities. 

•  Mandatory  Health  Alliances.    Community  rating  in  a  multi-payer  system 
requires  that  risk  pools  be  structured  to  spread  the  costs  of  heath  care  as 
broadly  as  possible.  Therefore,  we  strongly  support  the  requirement  that  all 
employers  with  fewer  than  5000  employees  be  required  to  participate  in  the 
alliance.  Without  this  level  of  participation,  the  risk  and  costs  of  health  care 
will  not  be  spread  widely  enough.  Regional  health  alliances  will  eriable  small 
and  medium  size  employers,  the  self-employed,  and  for-profit  and  non-profit 
organizations  that  employ  people  with  disabilities,  to  benefit  from  the 
negotiating  power  of  a  large  pool  to  obtain  affordable,  comprehensive  coverage 
for  their  employees. 

Exclusive,  mandatory  health  alliances  will  require  all  residents  in  a  geographic 
area  to  enroll  in  health  plans  offered  through  the  alliance.  This  will  assure 
portability  of  coverage.  In  our  current  system  insurers  pick  and  choose  who 
they  will  cover,  and  employers  often  offer  only  one  plan,  which  is  not  portable 
when  people  change  their  job.  In  marked  contrast,  requiring  that  everyone 
purchase  insurance  from  a  single  alliance  will  assure  that  everyone  can  choose 
among  a  number  of  health  plans,  and  keep  their  plan  if  they  change  or  lose 
their  job.  Freedom  of  choice  of  health  plans  is  particularly  important  for 
persons  with  disabilities  and  chronic  illnesses  who  are  Medicaid-eligible. 
Allowing  persons  who  are  Medicaid  eligible  to  choose  a  health  plan  from  those 
offered  by  the  alliance  will  solve  one  of  the  major  problems  faced  by  Medicaid 
recipients  in  the  current  system:  inadequate  care  due  to  a  shortage  of  providers 
willing  to  accept  Medicaid  patients. 

There  are  proposed  alternatives  to  exclusive  alliances,  including  a  proposal  to 
allow  multiple  alliances  in  a  geographic  area  and  the  option  for  consumers  to 
purchase  health  insurance  outside  the  alliance.  CCD  strongly  opposes  this 
proposal  because  it  would  perpetuate  the  current  segmented  health 
instirance  market  that  fails  to  spread  risk  adequately.  We  are  greatiy 
concerned  that  allowing  individuals  and  businesses  to  purchase  insurance 
outside  the  alliance  will  allow  insurers  to  continue  skimming  the  low  risks  out 
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of  the  population;  this  will  drive  up  costs  for  the  plans  that  enroll  a  broader 
cross  mix  of  the  population,  which  would  include  a  larger  proportion  of 
persons  who  are  high  users  of  health  care.  A  voluntary  and  competing 
alliance  approach  will  only  continue  the  current  system  where  too  many 
insurance  companies  compete  in  a  segmented  market,  mciking  it  impossible  to 
adequately  spread  risk.  Additior\ally,  it  will  reduce  the  state's  ability  to 
provide  stringent  oversight  of  both  marketing  practices  and  quality  of  care. 

•         Subsidies  for  Small  Businesses  and  Persons  With  Low  Incomes.  All 

businesses  will  be  able  to  deduct  100  percent  of  the  cost  of  insurance  as  a 
business  expense.  Additionally,  small  employers  with  low  wage  workers,  and 
individuals  and  families  with  low  incomes  will  be  eligible  for  subsidies  for  the 
community-rated  premiums.  In  addition,  persons  with  low  incomes  will 
receive  cost-sharing  discounts. 

The  Elimination  of  Financial  Barriers  to  Services. 

•  Elimination  of  lifetime  caps  on  medically  necessary  or  appropriate  covered 
services.  Persons  with  high  ongoing  health  costs  will  be  assured  of  coverage. 

•  Protection  against  catastrophic  out-of-pocket  costs.  Deductibles  and 
co-payments  will  be  limited  to  $1500  annually  for  an  individual  and  $3000 
armually  for  a  family.  No  balance  billing  will  be  allowed,  i.e.  providers  will 
not  be  allowed  to  charge  patients  more  than  the  amount  negotiated  with  the 
health  plan. 

Comprehensive  Benefits  Package.    Every  American  will  have  coverage  for  a 
specified,  broad  range  of  preventive,  diagnostic,  emd  treatment  services.  Many  of 
these  services  are  particularly  important  for  persons  with  disabilities: 

Inpatient  and  outpatient  rehabilitation  services. 

Outpatient  prescription  drugs. 

Experimental  treatments  through  approved  clinical  trials. 

Preventive  services. 

Mental  health  and  substance  abuse  breatment  services. 

Ehirable  medical  equipment,  orthotics  (orthopedic  braces)  and  prosthetics 
(artificial  limbs),  and  prosthetic  devices  that  replace  all  or  part  of  the  function 
of  an  interrml  body  organ. 
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•  Home  health  and  extended  care  services. 

Funding  for  Long-Term  Services.  The  proposal  recognizes  that  long-term  services 
are  crucial  components  of  health  care  for  persons  of  all  ages  with  disabilities  and 
chronic  illnesses,  and  must  be  included  in  any  plan  to  reform  the  riation's  health  care 
system.  While  long-term  services  and  supports  are  not  included  in  the  mandated 
benefits  package,  the  Administration  has  proposed  to  expand  the  availability  of  these 
services  through  a  new  program  of  home  and  community-based  services,  and  to 
provide  tax  credits  for  personal  assistance  services  for  working  persons  with 
disabilities.  Without  these  services,  many  individuals  may  be  inappropriately 
institutiorialized  at  a  higher  cost,  both  in  economic  and  in  human  terms. 

Chroruc  conditions  account  for  90  percent  of  all  health  problems.  Chronic  disease 
and  illness  are  major  causes  of  disability.  The  prevalence  of  functional  impairments 
due  to  chronic  illness,  congenital  conditions  and  trauma,  has  increased  rapidly  in  the 
past  decades  and  is  expected  to  increase  further  in  the  coming  years.  This  is  due  to 
advances  in  medical  technology  that  save  lives,  but  which  often  leave  the  survivor 
with  significant  disabilities.   Yet,  while  treatment  for  acute  episodes  of  care  is 
covered,  many  persons  with  chronic  illnesses  cannot  obtain  the  services  they  need  to 
maintain  their  fragile  margin  of  health.  For  these  persons,  it  is  not  so  easy  to  draw  a 
dear  line  of  distinction  between  acute  and  long-term  services  and  the  coordination  of 
acute  and  long-term  services  is  crucial. 

Other  p)eople  with  disabilities  need  long-term  services  and  supports  to  function 
independently.  For  many  children  and  adults  with  disabilities,  these  services  and 
supports  can  mean  the  difference  between  independence  and  dependence.  CCD  has 
several  recommendations  for  refinements  to  the  Long-Term  Services  provision  of  the 
Health  Security  Act,  which  we  presented  to  the  Committee  in  December  1993,  and  so 
we  will  not  discuss  them  in  this  testimony. 

The  Incorporation  of  the  Acute  Portion  of  Medicaid  into  the  New  System.  This 
step  will  eliminate  the  current  two-tiered  system  of  health  care  by  providing  every 
American  with  the  same  choice  of  health  plans. 

Cost  Containment    The  proposal  includes  measures  to  ensure  that  health  insurance 
remains  affordable.  Without  effective  cost  containment,  increased  costs  will  be 
shifted  to  consumers  in  the  form  of  higher  premiums,  increased  cost-sharing,  and 
reduced  benefits.    Effective  cost-containment  measures  include: 

•  Caps  on  premium  increases. 

•  Competition  among  health  plans  in  the  regional  health  alliance. 

•  Standardization  of  health  insurance  forms  to  reduce  administrative  costs. 
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•  Medicare  prescription  drug  rebates. 

Consumer  Participation  and  Consumer  Protections.    The  proposal  includes  a  system 
of  government  and  private  oversight  with  enforcement  procedures,  including  the 
appointment  of  an  ombudsman  at  the  regional  alliance  level.  Other  important 
provisions  that  will  assure  consumer  involvement  and  protections  are: 

•  A  guarantee  of  due  process  rights  with  regard  to  benefit  determinations, 
grievance  procedures,  and  access  to  judicial  review;  provisions  to  protect  the 
confidentiality  of  medical  records  and  to  assure  access  to  regulatory 
proceedings. 

•  The  establishment  of  regional  health  care  alliances,  which  will  increase  the 
negotiating  power  of  cortsumers,  particularly  small  businesses  and  self- 
employed  individuals.  The  mandated  participation  of  consumers  in  the 
governance  and  administration  of  the  health  alliances  will  help  assure 
accountability  and  responsiveness  to  consumer  concerns. 

•  Consumer  choice  will  be  assured.  Consumers  will  not  be  restricted  to  the  plan 
their  employer  selects,  but  will  be  allowed  to  choose  among  a  range  of  plans 
that  they  can  keep  if  they  change  jobs.  All  managed  care  plans  will  have  an 
out-of-network  optiori.   Consumers  will  be  able  to  enroll  in  and  diseru'oll  from 
plans  during  "open  season"  and  for  "cause." 

•  Administrative  simplification  will  make  it  easier  for  consumers  to  understand 
their  health  care  coverage  and  their  rights. 

Consumer  Protections  During  the  Transition  to  the  New  System.    There  are  a 
number  of  provisions  designed  to  ensure  mainter\ance  of  current  health  care  coverage 
and  benefits  during  the  trai^ition  period.  These  include:  requirements  to  help 
preserve  current  coverage,  restrictions  on  premium  increases,  linuts  on  the  duration 
of  pre-existing  condition  exclusions,  and  a  national  transitional  health  insurance  risk 
pool.  These  protections  are  essential  for  persons  with  disabilities  and  chronic 
illnesses  who  may  lose  their  coverage  during  the  transition  period  as  the  insurance 
industry  consolidates. 

Research  Initiatives.  The  HSA  includes  new  fvinding  for  health  research  focused  on 
prevention  and  outcomes  research,  which  we  strongly  support.  Priority  areas  include 
child  and  adolescent  health,  birth  defects,  chronic  disease  and  conditions,  mental 
health,  envirorunental  health,  substance  abuse,  and  the  development  of  functional 
measures. 
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RECOMMENDED  REFINEMENTS  TO  THE  HEALTH  SECURITY  ACT 

Legislation  to  address  the  major  problems  of  access,  cost,  and  quality  for  a  large, 
heterogenous  population  will,  of  necessity,  be  complex  and  highly  detailed. 
Provisions  to  reform  financial,  organizational,  and  service  arrangements  must  take 
account  of  major  variations  in  population  density,  ethnic  composition,  health 
ir\frastructure,  and  economic  circumstances.  In  an  undertaking  of  such  enormous 
complexity  and  scope,  there  is  a  danger  that  the  specialized  needs  of  subgroups  of 
persons  with  the  most  serious  and  disabling  illnesses  and  conditions  will  not  be 
understood  and  addressed. 

To  assure  that  a  reformed  health  system  will  meet  the  specialized  needs  of  persons 
with  disabilities  and  chronic  illnesses  and  conditions,  CCD  recommends  several 
refinements  to  the  provisions  of  the  Administration's  Health  Security  Act.  It  is 
important  to  note  that  while  these  recommendations  relate  specifically  to  the  Health 
Security  Act,  mani/  of  the  problems  they  address  are  not  problems  with  the  bill  per  se,  but 
problems  with  the  current  health  system  that  must  be  adequately  addressed  in  any  health 
reform  legislation  that  the  Congress  enacts.  At  the  same  time,  the  positive  aspects  of  the 
current  system  must  be  retained. 

I.         Reducing  Financial  Incentives  to  Underserve 

The  continuation  of  a  multi-payer  system  of  health  insurance  as  proposed  in  the 
Health  Security  Act  will  reduce  the  extent  to  which  risk  and  associated  health  care 
costs  are  spread.  Therefore,  individual  health  insurance  plans  will  continue  to  be  at 
risk  for  insolvency  if  they  incur  catastrophic  costs.  This  situation  and  the  need  to 
contain  costs  generally  create  a  variety  of  financial  incentives  to  underserve  persons 
with  extensive  or  special  health  care  needs.  These  incentives  exist  throughout  our 
current  health  care  system  but  are  particularly  problematic  in  capitated  managed  care 
plans. 

As  an  example,  certain  types  of  managed  care  plans  place  individual  physicians  at 
financial  risk  when  they  serve  persons  with  a  need  for  intensive,  ongoing  services. 
This  is  a  problem  particularly  for  non-salaried  physicians  who  receive  a  capitated 
payment  for  each  person  enrolled.  In  one  such  plan,  a  family  whose  child  was  bom 
with  multiple  disabilities  had  great  difficulty  finding  a  pediatrician  in  their  health 
plan  who  was  willing  to  accept  the  child  as  a  patient,  because  the  physicians  stated 
they  would  lose  money  if  they  accepted  responsibility  for  the  child,  because  he 
would  require  too  much  care.  Other  managed  care  plans  pose  similar  problems  of 
access  and  under-service.  Some  managed  care  plans  attempt  to  pass  on  risk  to 
providers  in  the  form  of  financial  incentives  that  seem  especially  likely  to  lead  to 
underservice.  These  include  bonuses  or  penalties  to  providers  related  to  meeting  or 
exceeding  utilization  limits  and  policies  requiring  physicians  to  assume  the  cost  of 
out-of-plan  specialty  care.  A  recent  GAG  report  concluded  that  the  more  risk  is 
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shifted  to  physicians,  the  greater  the  potential  for  inappropriate  reductions  in 
services.   Therefore,  CCD  RECOMMENDS: 

1.         Contractual  provisions  in  managed  care  plans  that  shift  financial  risk  to 
physicians  and  other  health  care  providers  should  be  strictly  prohibited. 


A.        The  Need  for  Risk  Adjiistment 

The  risk  adjustment  formula  is  critical  in  determining  how  much  the  alliance  will  pay 
to  each  plan.  Plans  that  serve  a  higher  number  of  high  cost  enrolees  should  receive 
more  resources.  While  the  Health  Security  Act  includes  provisions  for  risk-adjustment 
of  premiums  and  capitated  payments,  it  is  the  conser\sus  of  experts  that  current  risk 
adjustment  data  and  methodology  do  not  permit  accurate  estimates  of  risk  based  on 
factors  other  than  age.    Therefore,  CCD  recommends: 

1.  There  must  be  increased  funding  for  research  on  the  factors  associated  with 
high  levels  of  health  care  utilization.   The  findings  of  this  research  will 
greatly  assist  in  the  development  of  a  risk  adjustment  formula.   This  research 
could  be  conducted  by  the  National  Health  Board,  the  Agency  for  Health  Care 
Policy  and  Research  and  the  National  Institute  on  Disability  and 
Rehabilitation  Research. 

2.  Different  methods  of  risk  adjustment  should  be  considered.    Given  the  nascent 
state  of  the  risk  adjustment  field,  it  may  be  more  appropriate  to  provide  half 
of  the  risk  adjustment  payment  at  the  time  of  enrollment,  and  the  remainder 
only  if  the  health  plan  documents  higher  utilization  at  the  end  of  the  year. 
This  approach  would  guard  against  people  being  classified  as  "high  users" 
solely  because  they  have  a  disability.  Health  care  utilization  by  persons  with 
disabilities  varies  enormously  yet  insurance  companies  often  assume  that  all 
persons  with  disabilities  are  "high  cost."  Once  a  pattern  of  higher  utilization 
is  established,  the  full  risk  adjustment  amount  could  be  paid  prospectively. 

3.  In  conjunction  with  the  previous  recommendation,  health  plans  receiving  risk 
adjustments  prospectively  must  be  required  to  collect  data  on  the  factors 
associated  with  high  utilization.   These  data  must  be  made  available  to  the 
National  Health  Board  to  assist  in  the  development  of  accurate  risk 
adjustment.  Accurate  risk  adjustment  is  essential  to  assure  that  there  are  no 
economic  incentives  for  providers  to  underserve  people  with  disabilities,  and 
to  guarantee  that  the  amount,  duration,  scope,  and  quality  of  services 
delivered  to  people  with  disabilities  are  determined  by  their  actual  needs.   The 
data  collected  must  include  information  on  the  type  of  disability  or  chronic 
illness,  and  information  about  the  type  and  severity  of  a  person's  functional 
limitations. 
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4.  While  we  oppose  placing  physicians  at  financial  risk,  should  such  practices  be 
allowed  in  managed  care  plans,  then  risk  adjustment  payments  should  be 
made  to  the  physician  who  is  responsible  for  the  care  of  persons  with  severe 
and  ongoing  health  needs,  not  to  the  health  plan. 

5.  While  accurate  risk  adjustment  methods  are  being  developed,  there  must  be 
mandatory  reinsurance  requirements  so  that  plans  do  not  have  an  incentive  to 
restrict  services  for  persons  who  incur  extremely  high  costs. 

6.  Persons  with  disabilities,  parents  of  children  with  disabilities,  and 
professionals  with  expertise  in  serving  persons  ivith  disabilities  should  be 
represented  on  the  Advisory  Committee  for  the  Risk  Adjustment  System. 

7.  The  provisions  of  the  bill  regulating  the  marketing  of  health  plans  must  be 
retained.   If  health  plans  are  allowed  to  market  only  to  low  risk  individuals, 
some  plans  vnll  wind  up  with  a  disproportionate  share  of  high-risk 
individuals. 


B.        The  Need  for  Time-Intensive  Services 

Another  incentive  to  londerserve  is  related  to  the  time-intensive  treatment  needs  of 
some  persons  with  disabilities.  If  providers  are  not  adequately  reimbursed  for  their 
time  (e.g.  volume  and  time-based  services),  particularly  in  non-salaried,  capitated 
care,  or  fee-for  service  arrangements,  or  if  salaried  physicians  are  penalized  for  not 
seeing  a  set  number  of  patients  in  a  given  time  period,  they  may  be  reluctant  to 
provide  services  to  persons  with  pcirticuleir  disabilities  who  require  more  time- 
intensive  service.   For  example,  a  gynecologist  may  be  reluctant  to  treat  women  with 
severe  cognitive  impairments  because  they  may  require  considerably  more  time  than 
is  usually  allotted  for  a  given  procedure.  While  there  has  been  no  systematic  research 
on  this  issue,  there  is  a  large  amount  of  anecdotal  evidence  documenting  the 
problem. 

Managed  care  plans  that  spedaHze  in  the  treatment  of  certain  health  conditions  such 
as  AIDS,  report  that  they  need  to  assign  a  feir  smaller  caseload  to  individual 
physicians  because  persons  with  certain  conditions  need  both  more  services,  and 
more  time-intensive  services.  This  need  has  been  recognized  by  the  Physician 
Payment  Review  Commission  (PPRC),  which  has  proposed  a  plan  to  compensate 
doctors  for  the  time  they  spend  with  persons  who  have  disabilities.  In  its  annual 
report  to  Congress  in  1991,  the  PPRC  endorsed  the  use  of  special  modifier  that  would 
increase  payment  by  a  fixed  percentage  for  visit  with  patients  who  have 
communication  barriers,  disabling  cognitive  or  physical  impairments,  or  cm  unusual 
need  for  counseling  or  coordination  of  care. 
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Risk  adjustment  formulas  consider  aggregate  utilization  and  expense,  but  do  not  take 
account  of  the  need  for  more  time-inter\sive  services  by  some  persons  with 
disabilities,  who  may  or  may  not  be  high-users  of  care.   Therefore,  CCD  recommends: 

1.  The  presence  of  physical,  mental,  and  communicative  functional  impairments 
must  be  added  to  the  list  of  factors  used  to  calculate  risk  adjustment 
formulas. 

2.  Reimbursement  formulas  for  all  health  professionals  must  include  adjustments 
that  take  into  account  the  need  for  more  time-intensive  services  by  some 
persons  with  disabilities. 

3.  Financial  practices  in  managed  care  health  plans  that  penalize  physicians  and 
other  health  providers  for  not  seeing  a  pre-determined  number  of  patients  in  a 
particular  time  period  should  be  prohibited. 


II.        The  Elimination  of  Financial  Barriers  to  Care 

CCD  is  concerned  about  the  effect  of  price  competition  among  health  plans  on  the 
ability  of  persons  with  disabilities  to  have  a  meaningful  choice  of  both  health  plans 
and  providers.  If  insurance  plans  are  going  to  compete  on  the  basis  of  cost,  then 
choice  of  insurance  plans  will,  in  part,  be  based  on  ability  to  pay.  If  persons  will 
have  to  pay  more  to  join  fee-for-service  plans  and  to  utilize  specialists  outside  of  a 
mariaged  care  plan,  then  access  to  some  specialists  will  be  dependent  on  ability  to 
pay.  These  costs  may  be  prohibitive  for  many  persons  with  disabilities,  particularly 
when  added  to  the  costs  of  supplemental  insurance  for  access  to  benefits  beyond  the 
federally  guaranteed  minimum.  To  address  this  problem,  CCD  recommends  that: 

1.         Cost  sharing  provisions  must  include  subsidies  for  all  low  income  persons 
with  disabilities  and  chronic  illnesses  to  join  the  plan  that  is  best  able  to 
meet  their  needs.   This  includes  subsidies  for  premiums,  deductibles,  and  co- 
payments.  Additionally,  there  must  be  lower  limits  on  allowable  out-of- 
pocket  costs  for  persons  with  low  incomes. 

The  plan  provides  for  reductions  in  cost-sharing  for  low-income  families,  i.e.  for 
families  with  adjusted  gross  incomes  below  150  percent  of  the  applicable  poverty 
level.   CCD  RECOMMENDS: 

1.         When   determining  adjusted  gross  income,  disability-related  expenses  should 
be  an  allowable  deduction. 
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III.      Comprehensive  Benefits 


In  the  health  care  reform  debate,  the  question  of  which  services  to  include  in  the 
mandated  benefits  package  is  a  critical  one  for  persons  with  disabilities.  The 
opponents  of  comprehensive  reform  insist  that  any  mandated  benefits  package 
should  be  kept  to  a  bare  minimum  and  that  people  shouldn't  be  "forced  to  buy 
benefits  they  don't  need  or  want."  This  attitude  is  short-sighted  in  the  extreme.  No 
one  is  able  to  predict  what  health  services  they  will  need  in  the  future.  No  one  can 
say  with  any  certainty  that  they  will  never  be  in  a  major  accident,  will  never  develop 
a  chronic  illr\ess,  will  never  have  a  child,  spouse,  or  sibling  with  a  chronic  health 
condition  or  disability.   Often,  those  most  at  risk  for  these  conditions  believe  they  are 
at  low  risk  and  so  would  be  uivlikely  to  purchase  a  policy  with  adequate  benefits  if 
they  were  given  a  choice.  For  example,  young  men  in  their  twenties  are  the 
population  group  at  highest  risk  for  traumatic  brain  injury,  yet  this  group  comprises 
a  large  percentage  of  the  uninsured. 

While  a  great  deal  of  attention  has  been  given  to  the  37  million  Americans  without 
insurance,  there  are  also  millions  who  are  under-insured.  The  Office  of  Technology 
Assessment  estimates  there  are  between  38  million  and  55  million  persons  under  age 
65  years  of  age  who  are  under-insured.   Under-insurance  is  the  result  of  several 
factors,  including:  (1)  lack  of  coverage  for  pre-existing  conditions,  (2)  exclusion  from 
coverage  of  certain  categories  of  health  care  and  related  services,  including  preventive 
and  diagnostic  services,  prescription  drugs,  extended  rehabilitation,  durable  medical 
equipment,  orthotics  and  prosthetics,  assistive  technology,  and  long-term  care,  (3) 
annual  and  lifetime  caps  and  high  copayments  for  certain  conditions  or  treatments, 
most  usually  for  mental  health  and  substance  abuse  services,  (4)  no  limits  on  out-of- 
pocket  payments  for  covered  services,  (5)  no  limits  on  expenses  that  exceed  "usual, 
customary  and  reasonable"  charges  for  covered  benefits,  and  (6)  a  host  of  other 
exclusions  based  on  restricted  definitions  of  "medical  necessity,"  or  arbitrary 
limitations  on  services,  such  as  rehabilitation.  As  a  result,  many  families  with 
insurance  are  faced  with  firmndal  ruin  in  the  event  of  a  catastrophic  illness  or 
accident.   In  one  study  of  uncompensated  hospital  care,  47  percent  of  the  1689 
patients  who  incurred  uncompensated  costs  had  health  insurance. 

These  limitations  in  coverage  are  often  not  apparent  until  a  person  becomes 
seriously  ilL   Consequently,  most  Americans  report  high  levels  of  satisfaction  with 
their  current  health  insurance  coverage.   It  is  only  when  people  experience  a 
catastrophic  iUness  or  accident  that  reqmres  a  wide  range  of  ongoing  medical, 
rehabilitative  and  support  services,  that  they  discover  just  how  few  services  their 
policies  cover.  They  also  find  out  that  hospital  and  physician  charges  that  the 
insurer  determines  are  above  "usual,  customary,  and  reasonable"  charges,  are  neither 
paid  by  the  insurer  nor  applied  to  the  out-of-pocket  limits.  Thus,  out-of-pocket 
expenses  are  often  far  higher  than  stated  limits.  Additionally,  many  insurance  plans 
nominally  include  a  particular  benefit,  but  the  services  covered  are  so  limited  that 
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they  are  often  insufficient  in  relation  to  their  needs. 

As  an  example,  an  HMO  typically  covers  60  days  of  rehabilitation,  but  a  person  with 
a  severe  stroke,  a  spinal  cord  injury,  or  a  traumatic  brain  injury  may  require  intensive 
rehabilitation  for  six  months  or  longer,  and  intermittent  maintenance  or  preventive 
services  for  cmother  six  to  twelve  months  or  for  an  even  longer  period.  Persons  with 
serious  mental  illness  generally  exhaust  their  inpatient  lifetime  mental  health  benefit 
within  a  year.  Health  insurance  also  rarely,  if  ever,  covers  long-term  care,  services 
and  supports. 

The  mandated  benefit  package  in  the  Health  Security  Act  includes  many  services  that 
cire  essential  for  persons  with  disabilities  and  chroruc,  disabling  illnesses.  The 
limitations  on  the  scope,  duration,  and  indications  for  these  benefits  must  be  dearly 
be  consistent  with  what  people  need  and  are  currently  receiving. 

There  cire  several  issues  related  to  the  mandated  benefit  package  in  the  Health 
Security  Act  that  require  clarifications  and  changes.  These  will  be  discussed  below. 

A.  Outpatient  Rehabilitation 

Rehabilitation  services  are  indispensable  for  persons  who  have  experienced  a  loss  or 
attenuation  of  physical,  mental  or  communicative  functioning  as  the  result  of  a 
genetic  condition,  a  congenital  disorder  or  condition,  a  developmental  condition,  a 
disease,  an  illness  or  an  accident.  Rehabilitation  is  an  essential  component  of  the 
treatment  of  all  these  conditions.  Additionally,  just  as  primary  preventive  services 
like  immunizations  prevent  the  incidence  of  costiy  disease,  secondary  preventive 
services  like  rehabilitation  prevent  the  incidence  of  numerous  health  problems  and 
disabilities.  If  rehabilitation  services  to  maintain  function  and  to  prevent 
deterioration  are  not  adequately  covered,  children  and  adults  with  disabilities  will  be 
at  risk  for  deterioration  in  their  functional  status  and  for  the  development  of 
complications. 

It  is  irrational  to  use  heroic  methods  to  prevent  death  and  then  ignore  the  need  to 
prevent  the  complications  of  chronic  illness  and  the  development  of  secondary 
disabilities.  These  conditions  lead  to  higher  acute  costs  over  time.  Given  these 
inevitable  costs,  the  provision  of  comprehensive  rehabilitation  services  to  persons 
with  disabilities  is  a  rational  approach  to  ensuring  system-wide  cost  reductions  by 
preventing  expensive  complications.  Rehabilitation  services  also  increase  individual 
functioning  and  productivity. 

Section  1123  covers  outpatient  rehabilitation  services  such  as  Physical  Therapy, 
Occupational  Therapy,  and  Speech  Therapy,  but  only  when  they  are  provided  "to 
restore  functional  capacity  or  to  minimize  limitations  on  physical  and  cognitive 
functions  as  a  result  of  an  illness  or  injury."  This  provision  is  unduly  restrictive  for 
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three  reasons. 

(1)  The  requirement  in  Section  1123  that  rehabilitation  services  be  available 
only  to  persons  whose  need  for  services  results  from  illness  or  injiiry, 
effectively  excludes  persons  with  congenital,  developmental  and  other 
conditions  from  receiving  services. 

The  effect  of  this  provision  is  to  perpetuate  a  pre-existing  condition  exclusion  for 
persons  xvith  congenital  conditions,  i.e.  conditions  that  are  present  at  birth.   It  makes 
an  arbitrary  distinction  between  those  bom  with  a  disability  and  those  who 
acquire  a  disability  after  birth,  even  if  it  is  only  weeks  after  birth.   For 
example,  under  this  provision,  a  child  who  develops  meningitis  (an  irifection  of 
the  brain)  hours  after  birth  and  develops  cerebral  palsy  would  be  able  to 
receive  these  services,  but  a  child  born  with  cerebral  palsy  would  not.  This  is 
discriminatory  cmd  unacceptable  policy.  To  correct  this  problem  CCD 
RECOMMENDS: 

1.         The  phrase  "illness  or  injury"  must  be  replaced  by  the  phrase  "illness, 
injury,  disorder,  or  other  health  condition."  This  language  is  consistent 
with  language  in  the  Health  Security  Act  pertaining  to  the  development 
of  practice  guidelines.   It  is  also  consistent  in  its  effect  with  language 
in  many  current  private  insurance  policies. 

(2)  The  reqxiirement  that  rehabilitation  services  be  provided  to  restore 
fimctionrng  and  to  minimize  limitations  on  physical  and  cognitive  functions 
must  be  interpreted  to  encompass  medically  necessary  and  appropriate 
prevention  and  maintenance. 

While  payment  for  services  designed  to  maintain  function  or  to  prevent  or 
minimize  deterioration  is  provided  under  current  public  and  private  insurance,  it 
is  not  dear  that  these  services  would  be  covered  using  the  proposed  language. 
Services  required  to  maintain  functioning  or  to  prevent  or  minimize 
deterioration  can  be  critical  to  preventing  secondary  disabilities  or 
exacerbations  of  conditions.  Without  therapy,  many  individuals  may  lose  the 
little  functiorung  they  have.  For  example,  without  maintenance  physical 
therapy,  a  child  with  cerebral  palsy  could  develop  a  dislocation  of  the  hip, 
resulting  in  a  need  for  expensive  surgery  and  hospitalization. 

The  standard  for  re-evaluation  in  the  bill  uses  improved  function  as  the  sole 
criteria.  Maintenance  and  prevention  are  also  appropriate  stemdards  for 
continuation.  Therefore,  CCD  RECOMMENDS: 

1.         Indications  for  outpatient  rehabilitation  services  should  also  include 
maintenance  of  functioning  and  the  prevention  of  deterioration. 
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(3)       The  definition  of  outpatient  rehabilitation  services  fails  to  recognize  the  full 
range  of  services  covered  iinder  public  and  private  insurance. 

Rehabilitation  comprises  a  range  of  skilled  services  provided  to  individuals  in 
order  to  minimize  physical,  cognitive  and  emotional  impairments,  and  to 
restore  or  maximize  fvmctional  capacity.  The  full  recovery  of  persons  with 
catastrophic  illnesses,  injuries  and  conditions  is  dependent  on  the  provision  of 
these  services.  Similarly,  individuals  with  congenital  conditions  need  these 
services  both  to  attain  their  full  functional  capacity  and  to  maintain  that 
capacity.  In  addition  to  the  three  therapies  listed  in  Section  1123,  rehabilitation 
services  also  include  a  range  of  other  services,  including:  respiratory  therapy; 
audiology  services  (including  hearing  tests);  speech-language  pathology 
services  for  speech  or  language  problems,  augmentative  commuiucation  and 
feeding  and  swallowing  problems;  cognitive  therapies;  orientation  and  mobility 
training  for  persons  with  severe  visual  impairments;  and  therapeutic 
recreation.  Additional  rehabilitation  services  currently  covered  by  Medicare 
when  provided  in  a  comprehensive  outpatient  rehabilitation  facility  (CORF) 
include:  psychological  counseling,  nursing  services,  and  social  services. 
Therefore,  CCD  RECOMMENDS: 

1.         The  full  range  of  outpatient  rehabilitation  services,  as  enumerated  above, 
should  be  included  in  the  mandated  benefits  package. 


B.        Durable  Medical  Equipment  (DME)  and  Orthotics  and  Prosthetics  (O&P) 

Durable  medical  equipment  (DME)  includes  such  items  as  wheelchairs,  crutches, 
hospital  beds  for  use  in  the  home,  oxygen  equipment,  and  a  wide  variety  of  devices 
that  assist  people  with  disabilities  and  chronic  illnesses.  Orthotics  are  orthopedic 
braces  for  the  arms,  legs,  back  and  neck.  Prosthetics  are  artificial  arms,  legs,  and 
eyes,  while  prosthetic  devices  include  devices  such  as  hip  replacement  components 
and  colostomy  devices. 

CCD  is  concerned  that  the  definition  of  DME  in  the  Health  Security  Act  references 
the  overly  restrictive,  acute-care  oriented  defiiution  oirrently  used  in  Medicare.  This 
definition  was  formulated  in  1965  when  Mediccire  was  enacted  and  reflects  an 
outdated  orientation  towards  persons  with  disabilities  as  homebound  and  dependent. 
This  perception  of  people  with  disabilities  is  very  different  from  that  embodied  in  the 
Americans  with  Disabilities  Act.  Therefore,  the  durable  medical  equipment  benefit 
within  the  Health  Security  Act  should  be  refined  to  appropriately  reflect  the  needs  of 
people  of  all  ages  with  disabilities  and  chronic  illnesses. 

Currently,  there  are  a  number  of  DME  items  not  covered  or  otherwise  reimbursable 
under  the  Medicare  program  because  the  item  does  not  meet  till  the  reqviirements  of 
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the  four-part  test  Medicare  has  established  to  determine  coverage.  Even  though  such 
items  may  have  significant  therapeutic  benefit  for  particular  individuals  vmder 
specific  circumstances,  they  are  considered  to  be  "presumptively  nonmedical"  by 
Medicare.  The  rigidity  of  the  four-part  test  has  resulted  in  the  denial  of  Medicare 
beneficiary  access  to  a  number  of  DME  items  that  could  maintain  and/or  improve 
the  health  status  of  millions  of  older  Americans  and  Americans  with  disabilities,  as 
well  as  prevent  injury. 

CCD  RECOMMENDS: 

1.         Some  items  not  currently  covered  and  reimbursable  by  Medicare  should  be 
covered  and  reimbursable  under  the  Health  Security  Act  and  any 
comprehensive  health  care  reform  proposal.   These  items  include,  but  are  not 
limited  to:  bath  tub  lifts  and  seats;  bed  baths;  bed  lifters;  dehumidifiers  and 
humidifiers;  grab  bars;  hygiene  items  (i.e.,  incontinent  pads,  irrigating  kits); 
portable  whirlpool  pumps;  raised  toilet  seats;  staircase  rail(s);  white  canes; 
and  air  conditioners.   These  items  are  relatively  inexpensive  and  may  have 
significant  therapeutic  benefit  for  particular  individuals  under  specific 
circumstances.   Coverage  and  payment  for  these  DME  items,  in  the  long  run, 
may  save  substantial  expenditures  otherwise  spent  on  more  costly  corrective 
therapies  and  items. 

CCD  strongly  supports  the  Health  Security  Act's  definition  of  "prosthetic  devices," 
which  reflects  technological  advances  that  have  been  incorporated  into  contemporary 
practice  by  health  care  professionals.  The  bill  incorporates  a  functional  test, 
specifying  that  "prosthetic  devices"  are  covered  not  just  if  they  replace  the  body 
member  itself,  but  if  they  "replace  all  or  part  of  ti\e  function  of  an  internal  body 
orgaii." 

This  language  recognizes  that  prosthetic  devices  include  devices  that  are  surgically 
irtserted.  An  example  of  such  a  device  would  be  a  pacemaker.  It  also  recognizes  that 
prosthetic  devices  include  devices  that  are  physically  attached  to  the  body,  such  as 
colostomy  bags  and  supplies  directly  related  to  colostomy  care. 

Technological  advances  are  enabling  health  care  professionals  to  prescribe  devices 
that  replace  all  or  part  of  the  function  of  an  internal  body  organ  without  surgically 
inserting  or  physically  attaching  the  device  to  the  body.  We  are  pleased  that  by 
including  a  "functional"  definition,  the  bill  recognizes  that  prosthetic  devices  include 
assistive  technology  devices  and  other  external  devices  such  as  augmentative 
communication  devices. 

Augmentative  communication  devices  replace  all  or  part  of  the  malfunctioning  or 
non-functioning  element  of  the  body's  oral  motor  mechanisms,  consisting  of  the 
speech  center  of  the  brain  as  well  as  the  nerves,  muscles,  and  organs  that  together 
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control  the  production  of  speech  and  improve  the  functions  of  speaking  for 
individuals  whose  oral  motor  mechanisms  do  not  work.  Obviously,  "improving 
functional  ability"  includes  improving  the  ability  to  speak;  otherwise.  Medicare  and 
private  insurance  policies  would  not  pay  for  an  artificial  larynx  for  this  purpose. 

The  use  of  this  contemporary  "functiorul"  definition  of  prosthetic  devices  will  enable 
people  who  require  augmentative  communication  devices  for  effective 
commimication  to  receive  them.  Too  often,  under  the  current  system,  augmentative 
commimication  devices  are  covered  only  for  persons  who  have  had  their  larynx 
surgically  removed. 

CCD  recognizes  that  coverage  for  such  exten\al  devices  is  subject  to  the  general 
policy  that  all  devices  provided  under  the  comprehensive  benefits  package  must  be 
prescribed  by  a  qualified  health  care  professional  within  the  scope  of  the 
professiorial's  practice  and  must  be  medically  necessary  or  appropriate. 

CCD  also  supports  the  inclusion  of  assistive  technology  devices  as  authorized 
expenditures  under  the  Health  Security  Acf  s  new  long-term  services  formula  grant 
program  for  home  and  community-based  services.  The  availability  of  these  devices 
through  the  long-term  services  program  will  enable  individuals  for  whom  such 
devices  are  not  otherwise  covered  under  the  comprehensive  benefits  package  to 
obtain  needed  services.  We  believe  that  eventually  the  false  dichotomy  between 
acute  and  long-term  care  must  be  eliminated. 

The  Health  Security  Acf  s  current  language  on  durable  medical  equipment,  orthotics 
and  prosthetics,  and  prosthetic  devices  must  be  clarified  so  that  it  is  consistent  with 
private  insurance  coverage  and  Medicare  policy.   CCD's  RECOMMENDATIONS  to 
do  this  are  as  follows: 

1.  Clarify  that  accessories  and  supplies  used  directly  with  these  devices  to 
achieve  the  therapeutic  benefits  and  proper  functioning  of  such  equipment  or 
devices  are  covered. 

2.  Clarify  that  the  replacement  of  such  equipment  and  devices  is  covered,  not 
only  for  a  change  in  a  person's  condition  but  also  in  cases  of  loss,  irreparable 
damage,  and  wear. 

3.  Clarify  that  repairs  and  maintenance  of  durable  medical  equipment,  orthotics 
and  prosthetics,  and  prosthetic  devices  are  covered,  as  are  fitting  and  training 
for  the  use  of  these  items.   These  clarifications  merely  codify  current  Medicare 
policy  and  the  policy  of  most  private  insurers  with  respect  to  coverage  of 
accessories  and  supplies,  repair  and  replacement,  maintenance,  and  fitting  and 
training,  and  will  not  add  additional  costs  to  the  benefit  package. 
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Finally,  the  bill  specifies  that  an  item  or  service  is  covered  only  if  it  "improves 
functional  ability  or  prevents  further  deterioration  in  function."  CCD 
RECOMMENDS: 

1.  Items  or  services  should  also  be  covered  if  they  will  "minimize"  further 
deterioration  in  function.   This  language  is  consistent  with  the  purpose  of  the 
covered  devices  and  equipment  and  conforms  the  provision  to  the  language  in 
the  section  of  the  bill  pertaining  to  outpatient  rehabilitation  therapies.    We 
believe  that  providing  services  to  minimize  deterioration  will  be  cost-effective. 

2.  There  should  be  no  arbitrary  distinctions  in  the  DME  and  O  &  P  benefit  that 
prevent  people  with  disabilities  and  chronic  disabling  illnesses  from  receiving 
the  health  care  services  they  need  to  function  independently. 

3.  The  definition  of  durable  medical  equipment  in  the  final  legislation  should  be 
broader  than  the  current  Medicare  definition,  which  is  overly  restrictive  and 
does  not  take  account  of  many  of  the  needs  of  younger  persons  with 
disabilities. 

Hearing  Aids 

Hearing  aids  are  prosthetic  devices  but  they  are  explicitly  excluded  from  the 
mandated  benefits  package.  If  surgery  for  a  cochlear  implant  to  improve  hearing  is  a 
covered  benefit,  why  aren't  hearing  ciids  to  improve  hearing  also  covered?  The 
importance  of  hearing  aids  for  children  with  severe  hearing  loss  cannot  be 
overestimated.  The  ability  to  hear  and  understand  speech  is  crucial  for  language 
development  in  young  children.  If  high  cost  and  inappropriate  utilization  are  a 
concern,  at  the  very  least,  hearing  aids  should  be  provided  to  children  who  have  a 
hearing  impairment  that  interferes  with  their  ability  to  understand  speech.  It  is 
virtually  certain  that  hearing  aids  will  not  be  prescribed  for  children  uiUess  they  need 
them.  Therefore,  CCD  RECOMMENDS: 

1.         Hearing  aids  for  children,  at  a  minimum,  MUST  be  covered. 

Disposable  Medical  Supplies 

There  is  no  mention  in  the  mandated  benefits  package  of  disposable  medical 
supplies.  This  category  includes  such  items  as  surgical  dressings,  and  catheterization 
and  tracheostomy  supplies,  which  are  currently  covered  under  Medicare  and  many 
private  health  pkns.  Such  supplies  are  very  cost-effective  because  they  prevent 
infections,  which  are  potentiaUy  life  threatening.  It  is  also  not  dear  whether  syringes 
will  be  covered  for  persons  who  need  them  for  injectable  medications,  e.g.  insulin  for 
persons  with  diabetes. 
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CCD  RECOMMENDS: 

1.         Disposable  medical  supplies,  including  syringes,  should  he  covered  when 
medically  necessary. 

D.  Extended  Care  and  Home  Health  Services 

The  indications  for  extended  care  and  home  health  services  are  similar  to  those  used 
for  the  outpatient  rehabilitation  benefit  and  are  equally  problematic.   As  written, 
these  services  will  only  be  available  for  persons  whose  need  for  services  results  from 
illness  or  injury.  As  in  the  outpatient  rehabilitation  benefit,  this  provision  effectively 
excludes  persons  with  congenital,  developmental,  and  other  conditions  from  receiving 
services. 

As  noted  earlier,  the  effect  of  this  provision  is  to  perpetuate  a  pre-existing  condition 
exclusion  for  persons  with  congenitcd  conditions,  i.e.  conditions  that  are  present  at 
birth.   It  makes  an  arbitrary  distinction  between  those  born  with  a  disability  and 
those  who  acquire  a  disability  after  birth.   Therefore,  CCD  RECOMMENDS: 

1.  The  phrase  "illness  or  injury"  must  be  replaced  by  the  phrase  "illness,  injury, 
disorder,  or  other  health  condition." 

2.  The  full  range  of  outpatient  treatment  and  rehabilitation  services,  including 
respiratory  therapy,  should  be  available  under  the  Extended  Care  and  Home 
Care  benefit. 

E.  Prescription  Drugs 

(1)  Formularies 

Overly  restrictive  prescription  drug  formularies  could  have  a  detrimental  effect 
on  the  quality  of  care  for  some  persons  with  special  medication  needs.  This  is 
a  particularly  important  issue  for  people  with  rare  disorders,  and  people  with 
low  incidence  and  prevalence  conditions.  For  persons  with  these  conditions, 
there  may  be  only  one  available  drug  treatment,  and  this  drug  may  not  be 
included  in  a  formulary,  or  may  be  prescribed  for  an  "off  label"  purpose. 
Access  to  the  entire  range  of  available  pharmaceuticcds  is  also  critical  for 
persons  with  conditions  such  as  epilepsy,  where  treatment  is  highly 
individualized  and  persons  may  need  to  try  a  number  of  different  drugs  in 
Vcirying  combinations  prescribed  by  their  physician  in  order  to  achieve 
effective  control  of  their  seizures.   Therefore,  CCD  RECOMMENDS: 
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Minimum  standards  for  the  operation  of  prescription  drug  formularies 
must  be  established  to  ensure  appropriate  access  to  medically  necessary 
medications.  At  a  minimum,  the  standards  should  include  those  set  out 
in  Section  1927(d)  of  Title  XIX.   In  addition,  access  to  medications  not 
on  the  formulary  should  be  guaranteed  through  a  prior  authorization 
process  when  justified  by  medical  necessity.  A  plan's  prior 
authorization  process  should  ensure  a  response  within  24  hours,  and  the 
provision  of  a  72  hour  emergency  supply  of  a  drug  when  medically 
necessary  as  required  in  current  Medicaid  law. 


(2)  Generic  Drugs 

While  the  use  of  generic  drugs  should  be  encouraged  as  a  way  to  control  the 
costs  of  prescription  drugs,  for  certain  conditions  such  as  epilepsy,  the 
mandatory  substitution  of  generic  drugs  without  the  informed  consent  of  the 
consumer  and  the  treating  physician  could  severely  compromise  the 
effectiveness  of  treatment.  There  may  be  significant  differences  between  the 
characteristics  of  a  brand  name  and  a  generic  anti-seizure  medication,  as  well 
as  differences  among  different  generic  anti-seizure  drugs.  In  some  individuals, 
these  differences  could  result  in  adverse  effects,  including  a  loss  of  seizure 
control  and  the  development  of  toxic  side-effects.   Therefore,  CCD 
RECOMMENDS: 

1.         Health  plans  should  not  be  allowed  to  substitute  generic  drugs  for 

prescribed  medications,  without  the  informed  consent  of  the  consumer 
and  the  treating  physician. 


F.        Mental  Health  and  Substance  Abuse  Services 

The  mental  health  and  substance  abuse  services  are  extremely  limited  in  scope  and 
duration  and  will  be  inadequate  to  meet  the  needs  of  persons  with  serious  and 
persistent  mental  illness,  and  persons  with  psychiatric  disabilities.  Benefit  caps  for 
both  intensive  nonresidential  services,  inpatient  and  residential  services  are  so 
iiudequate  that  they  will  lead  to  severe  service  fragmentation,  unnecessarily 
restrictive  care,  poor  outcomes  and  higher  costs.  We  strongly  support  the  plarmed 
expansion  of  benefits  in  the  year  2001,  which  offers  fully  comprehensive  and  flexible 
benefits,  but  have  major  concerns  about  how  persons  with  psychiatric  disabilities  and 
persoris  with  drug  dependencies  will  receive  the  services  they  need  prior  to  that  time. 

Services  that  are  particularly  important  for  people  with  disabling  mental  illness 
include  in-home  services,  case  management,  partial  hospitalization,  psychiatric 
rehabilitation  and  other  intensive,  non-residential  services  (INR).   ENR  services  are 
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essential  for  children  with  serious  emotional  dishorbances,  who  should  be  provided 
treatment  in  non-residential  settings  whenever  possible,  so  that  they  are  not  separated 
from  their  families.  INR  services  have  also  been  demonstrated  to  be  both  cost- 
effective  and  more  acceptable  to  consumers  of  care  than  24-hour  residential 
placements. 

These  services  are  severely  limited  under  the  standard  mental  health  benefit  during 
the  period  1998-2001.  In  addition  to  inadequate  benefits,  the  higher  cost-sharing 
requirements  for  mental  health  services  are  a  major  problem  for  persons  with 
disabling  mental  illness,  particularly  since  individuals  with  disabling  mental  illnesses 
often  require  a  high  volume  of  services.  It  is  not  uncommon  for  individuals  with 
disabling  mental  illness  to  require  daily  rehabilitation  and  medication  services.  High 
cost-sharing  is  a  major  barrier  to  care  because  persons  with  disabling  mental  illnesses 
generally  have  low-incomes  resulting  from  their  inability  to  work.   Many  are  unable 
to  meet  any  cost-sharing  requirements.    To  address  the  serious  deficiencies  in  the 
mental  healtii  benefit,  CCD  RECOMMENDS: 

1.  The  elimination  of  arbitrary  restrictions  on  the  amount,  duration  and  scope  of 
services. 

2.  The  discriminatory  cost-sharing  requirements  for  mental  health  services  must 
be  eliminated  for  those  who  cannot  reasonably  be  expected  to  meet  them. 

3.  Cost-sharing  for  mental  health  services  must  be  counted  toward  the  out-of- 
pocket  limit  on  an  individual's  annual  health  expenditures. 

4.  Persons  with  disabling  mental  illness  who  are  Medicaid  eligible  must  continue 
to  receive  optional  Medicaid  benefits  such  as  rehabilitation,  clinic  services  and 
case  management.   Given  the  major  deficiencies  in  the  proposed  mental  health 
benefit,  the  continuation  of  these  services  is  essential. 

IV.      Extra-Contractual  Services 

Currently,  some  private  insurance  policies  will  pay  for  services  not  specifically 
included  in  the  plan,  i.e.  extra<ontractual  services,  in  order  to  improve  the  quality  of 
life  of  a  beneficiary  and  to  save  money  for  the  insurer  over  the  long-term.  For 
example,  Aetna  paid  to  retrofit  an  individual's  house  to  make  it  accessible  because  it 
cost  less  to  provide  services  in  the  home  than  in  a  hospital  or  rehabilitation  facility. 
There  is  some  concern  that  the  language  in  the  Health  Security  Act  related  to 
duplication  of  benefits  in  supplemental  insurance  may  limit  or  prohibit  the  provision 
of  extra-contractual  services  by  insurance  plans  offering  the  mandated  benefit 
package.  Therefore, 
CCD  RECOMMENDS: 
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1.         Health  plans  should  be  allowed  to  offer  extra-contractual  services  at  their 
discretion,  whenever  they  will  result  in  an  improvement  in  the  beneficiary's 
quality  of  life  and  a  cost  saving  to  the  health  plan. 

V.        Services  for  Children  with  Special  Health  Care  Needs  Under  the  Early  and 
Periodic  Screening,  EKagnosis  and  Treatment  Program  (EPSDT) 

The  Early  and  Periodic  Screerung,  Diagnosis  and  Treatment  (EPSDT)  mandates  under 
Medicaid  require  that  children  up  to  their  twenty-first  birthday  are  eligible  to  receive 
services  for  the  detection  and  treatment  of  health  conditions,  developmental,  mental 
and  emotional  problems  and  disabilities.   In  OBRA  1989,  Congress  strengthened  the 
protections  for  children  under  this  program  to  assure  that  they  receive  all  the 
treatment  services  they  need  irrespective  of  any  limits  in  a  state's  Medicaid  plan. 
This  gave  children  a  right  to  necessary  and  appropriate  services  for  which  the  federal 
and  state  governments  would  pay  under  the  existing  Medicaid  matching  formula. 
Eligibility  for  EPSDT  is,  of  course,  dependent  on  Medicaid  eligibility  which  can  vary 
by  state. 

Under  current  EPSDT  law,  states  are  mandated  to  pay  for  a  wide  range  of 
community-based  health  and  mental  health  services.   As  a  result  of  the  OBRA  1989 
expansions,  the  benefits  provided  through  the  EPSDT  program  are  more 
comprehensive  in  both  scop>e,  amount,  and  duration  than  those  in  the  currently 
proposed  basic  benefits  package.  Some  of  these  services  may  be  available  under  the 
Administration's  proposed  long-term  services  benefit.   Services  currently  provided 
under  the  EPSDT  mandate  include: 

•  Rehabilitation,  including  physical,  cognitive,  psychiatric,  psychological, 
behavioral  and  other  services,  e.g.  physical  therapy,  occupatiorml 
therapy,  speech-language  pathology  and  audiology  services, 
psychological  and  sodal  work  services; 

•  Clinic  services  for  both  physical  and  mental  conditions; 

•  Assistive  technology  and  equipment; 

•  Targeted  case  management,  which  includes  the  coordirxation  of  services, 
facilitation  of  access  to  various  benefit  programs,  and  intensive  case 
management  services  for  those  with  complex  or  extensive  needs; 

•  Personal  care  services,  including  attendant  care;  and 

•  Hearing  aids. 

These  services  are  critical  to  the  full  health  and  functioning  of  childreri  eligible  for 
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Medicaid  and  for  all  children.  It  is  by  no  means  certoin  that  the  federal  regulations 
governing  the  new  program  proposed  in  the  Health  Security  Act  will  include  this 
wide  range  of  services  that  children  now  have  access  to  through  many  state  Medicaid 
EPSDT  programs,  nor  does  the  bill  clarify  whether  any  limits  will  be  allowed  on  the 
scope,  amount,  and  duration  of  services. 

Thie  proposals  in  the  Health  Security  Act  for  children  under  Medicaid  beginning  with 
Sec.  4221,  et  seq.,  are  very  confusing.  It  appears  that  all  children  currently  eligible  for 
Medicaid,  (with  the  exception  of  "Katie  Beckett"  children  as  authorized  by  TEFRA 
134),  continue  their  eligibility  for  benefits  not  included  in  the  comprehensive  benefit 
package.  However,  it  appears  that  children  will  be  eligible  for  different  service 
packages,  depending  on  how  they  become  eligible  for  Medicaid.  There  may  also  be 
differences  in  the  funding  streams,  payment  mechanisms  and  points  of  access 
betvveen  children.  Difference  in  these  areas  may  result  in  significant  negative 
consequences  for  children  and  their  families.  Moreover,  children  who  live  in  low- 
income  households  will  be  eligible  for  a  more  compreheraive  set  of  services  than 
children  who  live  in  non-low-income  households.  In  the  latter  situation,  families 
could  only  obtain  such  services  by  paying  the  full  cost.  This  new  "two-tiered"  system 
is  totcdlv  inconsistent  with  some  of  the  President's  overarching  principles  for  health 
care  reform. 

Under  Sec.  4222  of  the  Hejilth  Security  Act,  low-income  children  who  meet  the 
eligibility  criteria  under  current  Medicaid  law  would  be  provided  additional 
"supplemental"  services  under  a  new,  hilly-federally  firunced  program  modeled  upon 
the  Early  and  Periodic  Screening,  Diagnosis  and  Treatment  (EPSDT)  mandate  of 
Meiiicaid.  The  legislation  does  not  provide  details  of  this  program  but  directs  the 
Secretary  of  HHS  to  issue  regulations  on  how  the  program  is  to  be  administered  no 
lalcrr  than  July  1, 1995.  The  Administration  has  estimated  that  this  program  will  be 
allocated  $9.8  billion  over  five  years,  beginning  with  $264  million  in  FY  1996. 
Although  annual  appropriations  are  envisioned  to  increase  to  $3.2  billion  in  the  year 
2000,  these  figures  suggest  a  very  limited  program. 

This  "supplemental"  program  in  Sec.  4???  would  provide  one  hundred  percent 
federal  funding  for  items  and  services  in  Section  1905  (a),  including  also  Section  1905 
(r),  of  Title  XIX  of  the  Social  Security  Act,  which  are  not  included  in  the  HSA 
mandated  benefits  package.  The  items  and  services  listed  in  Section  1905  are 
identical  to  the  current  array  of  EPSDT  mandated  services. 

Sec.  4221  indicates  that  no  change  is  made  in  eligibility  for  Medicaid  services;  we 
infer  from  this  that  for  cash  assistance  recipient  children  (AFDC  and  SSI),  the  federal 
government  will  continue  to  match,  on  the  basis  of  an  open-ended  entitlement,  state 
funds  for  all  reimbursable  services  for  which  the  state  generates  its  matching  funds. 
To  further  confuse  the  issue,  the  eligibility  for  the  new  program  under  Sec.  4222 
clearly  includes  children  on  cash  assistance  programs  (SSI  and  AFDC). 
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If  this  new  "supplemental"  program  in  Section  4222  will  provide  funding  for  the 
items  and  services  in  Section  1905  that  are  not  included  in  the  mandated  benefits 
package,  for  both  cash-assistance  and  non-cash  assistance  children,  we  are  concerned 
that  the  program  is  underfunded.   But  if  the  language  in  Section  4221  means  that 
states  will  continue  to  be  responsible,  under  existing  federal/state  matching 
requirements  for  all  services  for  children  on  AFDC  and  SSI  as  mandated  in  OBRA 
1989,  then  it  appears  that  they  will  not  be  funded  through  the  new  program  in 
Section  4222.   If  this  is  correct,  then  the  amount  allocated  for  the  new  program  would 
not  fall  quite  so  short  of  the  need. 

The  Administration's  proposal  sets  the  new  program's  base  at  FY  1993  spending 
levels.   Implementation  of  the  EPSDT  mandate,  including  expansions  in  OBRA  1989, 
is  currently  very  uneven  among  the  states.  Few  states  have  conducted  appropriate 
outreach  to  low-income  families,  and  as  a  result,  many  of  the  children  who  should 
have  access  to  full  and  comprehensive  benefits  under  EPSDT  have  not  been 
identified.  The  Health  Care  Financing  Administration  reports  that  in  FY  1993,  the 
year  for  which  the  Health  Security  Act  caps  the  federal  contribution,  only  41 
percent  of  all  children  eligible  for  EPSDT  had  been  enrolled  by  the  states.  A 
number  of  states,  however,  have  recently  put  together  comprehensive,  prevention 
focused,  statewide  initiatives.  Kansas  (Kan-B-Healthy),  North  Carolina  (Healthy 
Children  and  Teens),  Oklahoma  (Sooner  Start),  Wisconsin  (Healthcheck)  and  other 
states  are  attempting  to  fully  implement  EPSDT.  However,  these  initiatives  are  all 
relatively  new  and  have  reached  only  a  limited  number  of  the  children  they  are 
targeting  and  so  current  spending  is  substantially  below  what  is  needed.   Also  many 
Medicaid  families  are  unaware  of  their  entitlement  to  services  not  included  in  the 
state's  overall  Medicaid  plan  and  thus  are  not  accessing  the  full  range  of  services  to 
which  they  are  entitled.  Providers,  too,  are  ignorant  of  the  extent  to  which  they 
could  lawfully  provide  medically  necessary  and  appropriate  reimbursable  services  to 
these  children. 

The  Administration  also  has  not  taken  account  of  the  enormous  variability  in  state 
spending  on  EPSDT  services.  This  raises  many  questions  that  must  be  answered. 
Flow  will  the  new  program  compensate  for  the  lack  of  appropriate  EPSDT 
programming  in  many  states?    How  will  federal  resources  be  allocated  with  this 
existing  disparity?  The  comprehensive  of  the  benefits  and  the  integrity  of  the  service 
and  support  systems  in  place  must  be  maintained,  but  mechanisms  and  supports  for 
improvements  must  be  made  available  where  necessary. 

It  is  also  essential  that  provider  reimbursement  for  all  covered  services  be  adequate. 
Otherwise,  children  may  suffer  as  they  do  now  in  having  access  only  to  those 
providers  who  will  accept  low  reimbursement  rates.  In  addition,  if  states  are  not 
required  to  raise  their  Medicaid  reimbursement  rates  for  the  services  in  Section  4221 
and  4222  so  that  they  are  compatible  with  provider  rates  paid  by  health  plans,  we 
could  well  see  the  continuation  of  a  "two-tiered"  system.  For  memy  children,  this 
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would  mean  continued  financial  barriers  to  services  because  no  providers  will  accept 
these  lower  rates. 

We  are  pleased  to  see  that  the  Administration  has  recognized  the  importance  of  the 
wide  array  of  services  provided  imder  the  EPSDT  mandate  for  children.   However,  it 
is  disturbing  that  the  proposal  suggested  to  replace  the  EPSDT  mandate  is  so  imdear, 
undefined  and,  we  believe,  underfunded.  It  is  unclear  why  this  proposal,  which 
could  drastically  change  and  perhaps  endanger  the  EPSDT  mandate,  has  been  offered 
at  the  same  time  that  the  Administration  promulgated  a  notice  of  proposed 
rulemaking  to  further  the  implementation  of  the  EPSDT  mandate  on  October  1,  1993. 
The  confusion  over  financing  is  compounded  by  the  description  in  Sees.  9001,  9002, 
9011  and  9012,  which  describe  state  payments  to  the  health  alliances.  These 
payments  will  affect  the  availability  of  services  as  well  as  the  availability  of  other 
state  resources  for  other  Medicaid-reimbursable  services  that  are  not  included  in  the 
basic  benefit  package,  i.e.,  mandated  and  optional  Medicaid  services  which  are  not 
provided  by  health  plans,  e.g.  services  provided  under  the  Individuals  with 
Disabilities  Education  Act  (IDEA). 

All  of  these  funding  issues  are  compounded  by  the  unclear  relationship  to  the  state 
maintenance  of  effort  payments  and  the  cash  assistance  payments  to  the  health 
alliances.  The  Medicare  Catastrophic  Amendments  of  1988  authorized  state  Medicaid 
agencies  to  receive  federal  reimbursement  for  special  education  related  services 
contained  in  a  student's  Individualized  Education  Plan  under  the  Individuals  with 
Education  Act  and  early  intervention  services  included  in  an  Individual  Family 
Services  Plan  under  Part  H  of  IDEA.   As  a  result,  most  state  Medicaid  agencies  are 
now  allowing  school  districts  and  early  intervention  providers  to  obtain 
reimbursement  for  services  provided.  The  state  match  for  the  federal  Medicaid  funds 
is  often  provided  either  by  the  loccil  education  agency  or  a  state  general  fund  match 
from  the  lead  agency  for  early  intervention.  Many  states'  programs  and  services 
under  IDEA  have  become  dependent  on  this  important  source  of  funding  during  the 
last  six  years.  The  President's  proposal  is  imdear  about  the  future  of  this 
important  source  of  funding  to  support  critical  school  and  early  intervention 
services. 

In  any  new  proposal  to  fund  these  critical  services,  the  relationship  of  any  services 
funded  under  any  "supplemental"  program  to  services  provide  though  health 
plans,  services  provided  in  schools  (espedally  those  provided  under  IDEA,  and 
other  health  services  must  be  considered.  Such  coordination  will  assure  that 
children  get  all  the  services  they  need  in  an  appropriate  manner.   Such  integration 
will  also  streamline  access  for  families. 

To  fulfill  the  promise  of  the  EPSDT  mandate,  a  comprehensive  benefit  package  must 
be  available  to  assure  the  health  and  optimal  functioning  of  all  children.  Therefore, 
CCD  STRONGLY  RECOMMENDS: 
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L         The  Medicaid  EPSDT  mandate  should  be  continued  with  the  current  eligibility 
criteria,  including  the  criteria  for  children  eligible  under  the  "Katie  Beckett" 
TEFRA  134  provisions.   This  will  ensure  that  no  children  will  lose  any  health 
care  they  now  have,  as  they  Administration  has  promised. 

2.        A  comparable  "supplemental"  benefits  package  funded  by  the  states  in 

partnership  with  the  federal  government  should  be  provided  to  all  children. 
This  program  should  be  affordable  and  have  a  cap  on  out-of-pocket  costs 
based  on  family  income. 

Early  identification  of  disabilities  and  health  needs  and  the  subsequent  provision  of 
necessary  treatment  for  all  conditions  are  critically  important  as  Congress  recognized 
in  1989  when  it  strengthened  the  EPSDT  mandate.  However,  the  Administration's 
proposal  to  develop  a  fully  federally-funded  "supplemental"  program  does  not 
provide  assurances  that  the  full  range  of  EPSDT  services  currently  available  under 
Medicaid  will  continue  to  be  available.  Therefore,  CCD  RECOMMENDS: 

1.  The  financing  must  be  adequate  to  meet  the  treatment  needs  of  children.   State 
participation  should  be  considered. 

2.  The  provisions  of  any  "supplemental"  program,  whether  its  Medicaid  or  non- 
Medicaid  funded,  must  be  clarified  and  better  articulated  in  the  legislative 
language,  especially  with  regard  to  state  maintenance  of  effort,  integration 
with  the  Alliances  and  Health  Plans,  and  relationship  to  other  programs  and 
funding  streams. 

VI.       Continued  Availability  of  Services  Currently  Received  Through  Medicaid 

While  we  applaud  the  integration  of  Medicaid  beneficiaries  into  the  alliances  for 
acute  care  services  —  a  strategy  which  will  help  to  eliminate  the  current  two-tiered 
nature  of  our  health  system  —  Medioiid-eligible  individuals  must  be  assured  a  real 
choice  among  the  full  range  of  health  plans.  Individuals  with  disabilities  or  chronic 
health  conditions  may  need  to  choose  a  high-cost  plan  because  of  its  range  of 
specialists  or  relationship  to  a  center  of  excellence.  Low-income  persor\s  whose 
health  needs  require  extensive  specialty  care  will  need  a  subsidy  in  order  to  afford  a 
fee-for-service  option  or  point-of-service  options  in  numaged  care  plans.    A  subsidy 
to  purchase  fee-for-service  plans  during  the  transition  period  was  included  in  the 
Administration's  September  7  draft,  in  recognition  of  the  fact  that  many  primary  care 
providers  -  and  health  plans  -  will  not  be  prepared  to  meet  the  specialized  health 
care  needs  of  some  individuals  with  disabilities  and  chronic  illnesses.  We  urge  the 
Committee  to  consider  this  eeirlier  proposal 

Another  concern  is  that  adult,  non-cash  assistance  Medicaid  beneficiaries  who  are 
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receiving  services  not  covered  in  the  HSA  mandated  benefits  package  will  lose  these 
benefits.  These  include  important  services  such  as  dental  care  and  medical 
trai^portation  for  persons  with  no  other  mear\s  to  access  health  services.  Individuals 
with  low  incomes  who  have  disabilities  may  need  these  services  to  achieve  full 
functioning.   (See  the  section  on  EPSDT  for  additional  concerns  about  children's 
services  under  Medicaid).  We  are  also  concerned  about  those  individuals  who  are 
currently  working  and  continue  to  be  eligible  for  Medicaid  under  Section  1619(b)  of 
the  Sodal  Security  Act. 

CCD  has  major  concerns  about  the  co-payment  requirements  for  individuals  who  are 
low  income  and  who  use  a  high  volume  of  service.  The  cap  on  out-of-pocket 
expenses  should  be  lower  for  low  income  individuals  to  prevent  individuals  from 
putting  off  care,  which  could  lead  to  the  development  of  more  expensive 
complications. 

Finally,  CCD  is  concerned  that  persons  eligible  for  long-term  services  should  continue 
to  receive  optional  Medicaid  benefits  such  as  rehabilitation,  clinic  services,  personal 
care,  home  and  community  weiiver  services  and  case  management.  Given  the  major 
deficiencies  in  the  proposed  mental  health  benefit,  in  particular,  the  continuation  of 
these  services  is  particularly  essential  to  individuals  with  mental  illness.  Therefore, 
CCD  RECOMMENDS: 

1.  Individuals  currently  eligible  for  Medicaid  services  should  continue  to  receive 
the  full  range  of  Medicaid  covered  services. 

2.  Medicaid  eligible  and  low-income  individuals  with  disabilities  or  special 
health  care  needs  must  be  able  to  access  the  full  range  of  medicaly  necessary 
covered  health  services  to  meet  their  needs,  whether  they  are  in  a  low  cost  or 
a  high  cost  plan.  If  these  services  are  not  adequately  provided  in  their  plan, 
then  these  persons  should  be  subsidized  as  needed  to  choose  whatever  plan 
will  adequately  meet  their  health  care  needs,  including  ongoing  access  to 
specialists,  centers  of  excellence  and  other  specialty  care. 

3.  The  cost-sharing  requirements  for  Medicaid  beneficiaries  and  individuals  with 
low  incomes  should  be  lowered  to  eliminate  financial  barriers  to  care. 

VII.     Assuring  Choice  of  Providers  in  all  Managed  Care  Plans 

As  health  care  costs  have  continued  to  rise  at  double  digit  rates,  insurers  and 
employers  have  searched  for  ways  to  control  costs.  One  response  has  been  a  growth 
in  managed  care  plans  of  many  different  types.  These  include  staff-model  Health 
Maintenance  Organizations  (I^Os),  Individual  Practice  Assodatiorts  (IP As),  and 
Preferred  Provider  Organizations  (PPOs).  The  number  of  people  enrolled  in 
managed  health  care  plans  has  increased  dramatically.  Today,  there  are  very  few  fee- 
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for-service  plans  that  do  not  employ  "managed  care"  techniques,  such  as  utilization 
review  and  pre-admission  certification  for  non-emergency  hospitalizations. 

Apart  from  a  few  well-established  HMOs,  such  as  Kaiser  in  California,  the 
development  of  many  managed  care  entities  is  a  relatively  recent  phenomenon  and 
there  are  serious  concerns  about  some  of  the  financial  practices  they  employ  to 
control  utilizatiorv  CCD  is  concerned  that  while  there  are  incentives  in  these  plans  to 
keep  people  healthy  and  decrease  inappropriate  utilization  of  expensive  services, 
many  plans  offer  financial  incentives  to  decrease  appropriate  utilization.  For 
example,  some  plans  will  withhold  a  percentage  of  a  provider's  income  (15  -  20 
percent)  if  they  have  exceeded  a  targeted  number  of  referrals  to  specialists  and 
hospitalizations.  To  address  these  concerns,  CCD  RECOMMENDS: 

1.  The  Point  of  Service  option  for  managed  care  plans  must  be  maintained. 

2.  There  must  be  strong  provisions  to  assure  that  physician  referrals  to  physician 
and  non-physician  specialists  are  financially  neutral  and  based  solely  on  the 
health  needs  of  the  patient.  Just  as  physicians  should  not  receive  payment  for 
referrals,  so  they  should  not  receive  payment  for  denying  referrals.   The 
legislation  must  expressly  prohibit  financial  penalties  for  making  referrals  and 
bonus  payments  for  not  making  referrals. 

3.  There  must  be  a  prohibition  against  balance  billing  for  medically  necessary 
services  obtained  outside  a  network. 

A.        Single  Source  Contracting 

The  Health  Security  Act  currently  preempts  state  laws  that  prohibit  health  plans  from 
contracting  with  a  "single  source"  to  provide  all  of  the  services  for  a  particiilar  aspect 
of  health  care.   For  instance,  under  the  HSA,  health  plans  would  be  able  to  contract 
with  one  orthotic  and  prosthetic  practitioner  to  provide  all  of  the  orthopedic  braces 
and  artificial  limbs  prescribed  by  physicians  in  the  health  plan.  Sinularly,  one  home 
medical  equipment  supplier  coiild  be  chosen  to  service  all  of  the  home  equipment 
needs  of  the  plan's  beneficiaries. 

This  approach  is  undesirable  in  a  number  of  respects.  First,  qualified  providers  will 
be  prevented  from  gjiiriing  access  to  and  competing  in  the  health  care  market. 
Monopolies  of  providers  of  particular  types  of  services  will  be  encouraged  by  this 
policy,  thereby  decreasing  competition  and  eventually  driving  up  prices.  Some 
qualified  providers  could  be  forced  out  of  business.  The  combined  effect  of  allowing 
single  source  providers  and  decreases  in  the  number  of  qualified  providers  in  a  given 
area  will  reduce  the  service  options  available  to  consumers.  Cor^umers  will  be 
prevented  from  choosing  a  health  care  provider  with  whom  they  may  have 
developed  a  long-standing  relationship  or  one  who  is  conveniently  located. 
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The  quality  of  care  may  also  be  compromised  when  managed  care  plans  contract 
with  a  single  provider  for  a  specialized  service.  As  an  example,  in  the  area  of 
orthotics  and  prosthetics  (O  &  P),  many  certified  O  &  P  practitioners  specialize  in 
different  aspects  of  orthotic  and  prosthetic  care.  One  may  specialize  in  advanced 
upper  limb  protheses  and  another  in  orthopedic  braces  for  the  management  of  spinal 
conditions  such  as  scoliosis.  Other  providers  may  specialize  in  advanced  fitting 
techniques  and  material  applications.  In  an  area  like  O  &  P,  where  "one  size  does  not 
fit  all",  allowing  a  plan  to  contract  with  a  single  provider  severely  restricts  access  to 
providers  with  expertise  in  a  given  area,  <md  has  to  potential  to  seriously  undermine 
the  quality  of  care  that  a  persons  receives.  Consumers  must  be  given  a  real  choice  of 
providers  for  eill  services  covered  imder  a  health  plan.  Therefore,  CCD 
RECOMMENDS: 

1.  The  legislation  must  include  incentives  for  health  plans  to  contract  xvith  as 
many  providers  as  necessary  to  meet  the  health  care  needs  of  their 
beneficiaries,  particularly  persons  with  disabilities  and  chronic,  disabling 
illnesses. 

2.  No  health  plan  should  be  allowed  to  engage  in  practices  that  have  the  effect  of 
discriminating  against  any  type  or  category  of  provider,  or  within  a  category 
of  providers,  as  long  as  the  provider  is  authorized  under  state  law  or 
regulations  to  provide  health  and  mental  health  services.   This  will  allow  the 
consumer  to  have  a  real  choice  when  selecting  a  health  professional  for  a 
particular  condition.   This  freedom  of  choice  is  particularly  important  for 
persons  seeking  mental  health  services,  where  interpersonal  variables  are 
important  factors  in  treatment  success. 

B.        Gatekeepers 

While  the  Health  Security  Act  eiubles  choice  of  providers  outside  of  a  managed  care 
network,  it  does  so  at  a  substantial  cost  to  the  enrollee  of  at  least  20  percent  of  the 
cost  of  the  service,  and  there  are  no  provisions  to  address  the  problem  of  balance 
billing  for  "out-of-network"  services.  In  addition,  in  managed  care  systems,  neither 
the  person  with  a  chronic  condition  or  disability,  such  as  severe  spinal  or  head  injury, 
stroke  or  cancer,  nor  the  generalist  gatekeeper  are  necessarily  aware  of  the  services 
available  and  needed.  To  remedy  these  problems,  it  is  necessary  to  give  individuals 
who  need  ongoing  specialized  services  for  their  particular  condition,  a  right  to 
choose  his  or  her  gatekeeper  physician,  including  an  appropriate  specialist  for  the 
condition  involved.  Each  headth  plan  would  be  obligated  to  create  panels  including 
specialists  dealing  with  the  major  disabilities. 

The  National  Health  Board  would  define  the  conditions  requiring  specialized, 
ongoing  care  and  would  issue  guidelines  to  assist  plans  in  determining  appropriate 
specialties  to  be  represented  on  such  panels.  For  example,  specialists  in  physical , 
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medicine  and  rehabilitation  would  be  relevant  for  managing  spinal  cord  injury  or 
head  injury  or  stroke;  specialists  in  neurology  would  be  relevant  for  managing  stroke, 
epilepsy,  multiple  sclerosis,  and  Alzheimer's  disease;  specialists  in  oncology  would  be 
relevant  to  managing  cancer. 

This  right  to  choose  one's  main  and  primary  physician  is  very  important  and 
particularly  important  to  a  person  with  a  serious  health  problem.  This  right  is  all  the 
more  significant  in  managed  care  where  the  main  or  primary  physician  has 
gatekeeper  functior\s.  A  specialist  often  is  the  main  or  primary  physician  in  terms  of 
personal  contact  and  mai\agement  for  people  with  disabilities,  and  would  generally 
be  the  best  informed  and  competent  manager  of  resources  and  services  for  persons 
with  chronic  disease  or  disability.  However,  managed  care  systems  often  prohibit  the 
use  of  specialists  in  such  roles.  To  address  this  problem,  CCD  recommends  the 
following  change  to  Section  1402: 

Requirements  Related  to  Enrollment  and  Coverage  by  Health  Plans 

"(h)  Any  health  plan  which  utilizes  a  gatekeeper  or  similar  process  to  approve  health 
care  services  prior  to  their  provision,  shall  provide  each  enrollee  who  has  a  chronic 
condition  or  disability  likely  to  require  substantial  health  care  services  over  a 
prolonged  period  of  time,  a  choice  of  his  or  her  gatekeeper  physician  from  a  panel  of 
physicians  which  shall  include  specialists  in  the  medical  management  of  the 
condition.   The  National  Health  Board  shall  develop  and  publish  a  list  of  the  chronic 
conditions  and  disabilities  that  are  likely  to  require  substantial  specialized  health 
care  services  over  a  prolonged  period  of  time.   The  National  Health  Board  is 
authorized  to  develop  guidelines  to  assist  health  plans  in  determining  which 
physicians  are  specialists  in  the  medical  management  of  the  conditions  or 
disabilities  defined  by  the  Board  under  this  section.  A  health  plan  shall  annually 
establish  panels  of  physicians  who  agree  to  serve  as  gatekeeper  physicians,  including 
specialists  in  the  medical  management  of  chronic  conditions  or  disabilities  such  as 
specialists  in  physical  medicine  and  rehabilitation,  and  neurology. 

Suggested  Report  Language: 

Individuals  with  chronic  conditions  or  disabilities  of  a  certain  type  including  spinal 
cord  injury,  head  injury,  or  stroke  will  often  need  ongoing  medical  management  of  a 
specialist  in  medicine.   This  person  will  often  be  the  primary  physician  of  the  patient 
in  terms  of  the  amount  of  contacts  with  the  patient  and  the  decision  making  about 
his  or  her  condition.   Individuals  with  such  conditions  and  disabilities  generally 
desire  to  have  a  physician  who  specializes  in  the  condition  they  have  manage  their 
care  in  managed  care  systems.   This  amendment  provides  that  such  individuals  have 
a  right  to  annually  select  a  gatekeeper  physician  from  a  panel  that  shall  include 
specialists  in  the  conditions  defined  by  the  NHB  as  being  of  such  a  nature  to  require 
specialists  case  management  rather  than  generalist  case  management.  Many 
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organizations  representing  persons  with  disabilities  have  urged  that  persons  with 
disabilities  be  empowered  to  select  a  specialist  as  their  gatekeeper  case  manager. 
Conditions  which  lend  themselves  to  better  case  management  by  specialists  are 
usually  severe  disabilities,  for  example  spinal  cord  injury,  multiple  sclerosis,  head 
injury,  or  AIDS.   These  conditions  often  affect  many  body  systems  and  require  a 
comprehensive  approach  to  medical  management  and  rehabilitation  services. 
Specialists  in  treating  such  conditions  are  trained  to  understand  such  complex 
conditions  and  to  be  knowledgeable  about  the  resources  available  to  manage  such 
conditions  effectively.   Physical  medicine  and  rehabilitation  specialists  are  trained 
and  experienced  in  handling  the  comprehensive  rehabilitation  needs  and  most  general 
medical  problems  of  persons  with  severe  physical  disability  of  the  neuromuscular 
and  musculoskeletal  systems.   Specialists  in  neurology  are  trained  and  experienced  in 
the  diagnosis  and  medical  management  of  persons  with  neurological  conditions  such 
as  epilepsy,  stroke  and  Alzheimer's  disease. 

C        Access. to  Academic  Health  Centers  and  Centers  of  Excellence 

Academic  health  centers  are  entities  operated  by  or  affiliated  with  a  school  of 
medicine  or  osteopathy  or  a  teaching  hospital.    It  is  through  such  centers  that  many 
specialized  treatments  are  available,  including  treatments  for  rare  diseases  and 
(isorders,  and  for  unusually  severe  conditions.   A  major  issue  of  concern  to  persons 
with  disabilities  and  special  health  care  needs  is  whether  persor^  in  mcinaged  care 
settings  will  be  able  to  receive  services  at  specialized  treatment  centers.  The  Health 
Security  Act  says  that  a  state  "may"  require  alliances  to  assure  that  at  least  one 
accountable  health  plan  has  a  contract  with  a  "center  of  excellence."  This  provision 
does  not  adequately  address  the  concerns  of  persons  with  special  health  needs. 
Additionally,  we  are  concerned  that  persor\s  with  disabilities  will  be  fiixandaUy 
penalized  for  receiving  medically  necessary,  specialist  services  outside  the  network  if 
these  services  are  not  provided  in  the  network.  Given  that  a  large  percentage  of  the 
population  is  currently  enrolled  in  managed  care  plans,  and  this  percentage  is 
expected  to  increase,  it  is  essential  that  final  legislation  includes  provisions  to  assure 
access  for  all  Americans  to  academic  health  centers  and  centers  of  excellence. 
Therefore,  CCD  RECOMMENDS: 

1.  Regional  and  corporate  alliances  must  ensure  that  all  health  plans  have 
sufficient  contracts  with  eligible  academic  health  centers  and  centers  of 
excellence  so  their  enrollees  can  receive  specialized  treatment  services. 

2.  There  should  be  effective  quality  assurance  mechanisms  in  managed  care  plans 
to  ensure  that  people  with  disabilities  and  chronic  conditions  who  need 
ongoing  specialized  services  have  appropriate  access  to  these  services,  and 
should  not  be  financially  penalized  when  their  medical  condition  requires 
specialty  services. 
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VIII.  Consumer  Involvement  and  Protections 

To  ensure  that  the  health  care  needs  of  persons  with  disabilities  are  met,  CCD 
RECOMMENDS: 

1.  An  advisory  committee  under  the  auspices  of  the  National  Health  Board 
should  be  established  to  address  the  needs  of  persons  with  disabilities  and 
chronic  illnesses. 

2.  There  must  be  a  formal  process  for  the  incorporation  of  consumer  input  in  the 
development  of  "repoH  cards"  for  health  plans.  Additionally,  these  report 
cards  must  assess  not  only  the  quality  of  care  delivered  to  the  "average" 
person,  but  must  include  assessments  of  the  quality  of  care  delivered  to 
persons  with  disabilities  and  chronic  health  needs. 

IX  Education  and  Training  of  Health  Providers 

While  the  Health  Security  Act  has  provisions  to  increase  the  number  of  primary 
health  care  doctors  and  nurses,  it  has  no  comparable  provisions  to  increase  trairung 
for  other  key  health  and  rehabilitation  professionals  including  physical  therapists, 
occupational  therapists,  speech-language  pathologists,  audiologists,  respiratory 
therapists,  rehabilitation  psychologists,  and  nutritiorusts.  These  health  professionals 
provide  necessary  services  and  supports  to  individuals  with  disabilities  and  their 
families.   Many  of  these  services  enable  individuals  with  disabilities  to  remain  in 
their  homes  with  their  fanulies,  preventing  the  need  for  more  costiy 
institutionalization.  Because  there  are  documented  shortages  in  many  of  these 
profession,   CCD  RECOMMENDS: 

1.         The  HerJ^-i  Security  Act  must  include  provisions  to  ensure  a  sufficient  number 
of  health  and  rehabilitation  service  providers. 

Another  major  concern  of  CCD  is  the  lack  of  education  and  training  for  both  primary 
care  providers  and  specialists  in  the  delivery  of  health  care  to  children  and  adults 
with  disabilities.   Like  all  Americans,  individuals  with  disabilities  need  access  to  a 
range  of  primary  health  care  services,  which  do  not  have  to  be  provided  by 
specialists  in  their  particular  disability.  For  example,  children  with  mental 
retardation  will  experience  the  same  broad  array  of  health  problems  that  are 
experienced  by  all  children,  e.g.  ear  aches,  sore  throats,  chicken  pox  and  other 
childhood  diseases.  Treatment  for  many  of  these  problems  is  appropriately  provided 
by  a  family  doctor,  a  pediatiidan,  a  pediatric  nurse  practitioner,  or  a  physician 
assistant.  All  of  these  primary  care  providers,  and  specialists  as  well,  need  to  be 
educated  regarding  the  special  needs  of  individuals  with  physical  mental,  and 
communicative  disabilities.  Therefore,  CCD  RECOMMENDS: 
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1.  There  must  be  provisions  in  the  Health  Security  Act  requiring  that  the  training 

of  primary  care  providers  include  appropriate  content  dealing  with  the 
delivery  of  primary  health  care  for  children  and  adults  with  physical,  mental, 
and  communicative  disabilities.    This  content  should  be  available  in  both 
basic  education  and  continuing  education  programs.   Programs  providing  this 
content  should  be  carried  out  in  collaboration  with  physical  medicine  and 
rehabilitation  programs  or  other  specialty  programs  serving  the  needs  of 
persons  with  physical,  mental  and  communicative  disabilities. 

Finally,  in  determining  the  appropriate  ratio  of  primary  care  providers  to  specialists, 
it  is  essential  to  corisider  secular  trends  in  the  incidence  and  prevalence  of  specific 
disabilities  and  illnesses.  For  example,  in  the  past  decade  there  has  been  a  dramatic 
increase  in  the  survival  of  persons  with  severe  traumatic  brain  injuries  and  a 
concomitant  increase  in  the  need  for  neurologists,  neuropsychologists,  and 
rehabilitation  psychologists  to  treat  these  individuals.  "ITierefore,  CCD 
RECOMMENDS: 

1.         The  National  Council  on  Graduate  Medical  Education  should  be  required  to 
take  account  of  the  incidence  and  prevalence  of  disabling  conditions,  as  well 
as  changes  in  the  needs  of  persons  with  specific  disabilities,  in  determining  the 
appropriate  specialty  mix  needed. 


Qosing 

In  dosing,  we  would  like  to  state  that  CCD  is  committed  to  working  with  both  the 
Administration  and  Congress  to  assure  adoption  of  our  recommendations  to  improve 
the  Health  Security  Act  and  to  enact  comprehensive  health  care  reform  in  1994.  With 
the  exception  of  President  Clinton's  plan  and  the  Single  Payer  Plan  introduced  by 
Senator  Wellstone  and  Rep.  McDermott,  all  of  the  other  bUls  currently  being 
considered  in  the  103rd  Congress  faD  to  address  the  needs  of  persons  with  disabilities 
in  fundamental  ways.  We  strongly  urge  the  Committee  to  reject  proposals  — 
including  the  Cooper  Plan  -  that  do  not  guarantee  universal  coverage  for 
comprehensive  benefits,  long-term  services,  protection  from  catastrophic  costs,  and 
cost  containment  measures  that  will  slow  the  rate  of  growth  in  healtii  care  costs  so 
that  comprehensive  benefits  remain  affordable. 

As  you  proceed  with  your  work  on  health  reform  legislation,  we  would  like  you  to 
remember  one  point:  "In  the  long-term,  the  success  of  the  health  care  system  must  be 
judged  less  on  its  success  in  serving  the  majority  of  the  population,  most  of  whom 
have  few  or  simple  medical  care  needs,  and  more  on  how  effectively  it  addresses  the 
needs  of  those  with  serious  and  persistent  disabling  illness,  who  depend  on  the 
health  system  for  their  functioning,  perhaps  even  for  their  lives.  To  the  extent  that 
the  reforms  address  their  needs  successfully,  they  are  likely  to  serve  us  all  well."' 


63 


33 


1.  Mechanic,  David.   Mental  health  services  in  the  context  of  health  insurance 
reform.   The  Milbank  Quarterly,  Vol.  71(3),  1993. 
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Consortium  for 
Citizens  with 
Disabilities 


The  Consortium  for  Citizens  xoiih  Disabilities  Health  Task  Force  is  a 
coalition  cfover  65  national  organizations  working  to  enact  comprehensive 
health  care  reform  that  will  meet  the  needs  ofyersons  with  disabilities  and 
chronic  illnesses,  and  thdr  families. 


THE  COOPER  HEALTH  PLAN  FAH^S 
PERSONS  WITH  DISABILITIES  AND  CHRONIC  ILLNESSES 


The  49  irillion  Americans  with  disabilities  have  an  enormous  stake  in  the  current  health  care 
reform  debate.  Persons  with  disabilities  and  chronic  illnesses  are  disproportionately  represented 
among  both  the  39  million  iminsured  and  the  millions  of  under-insured.  Lack  of  adequate  health 
coverage  is  a  life-threatening  daily  experience  for  those  who  need  health  care.  Enormous 
personal  and  societal  costs  result  from  this  lack  of  insurance. 

When  evaluating  the  adequacy  of  a  health  care  reform  proposal,  whether  the  needs  of  persons 
with  disabilities  and  chronic  illnesses  are  met  is  an  essential  litmus  test  It  is  our  strong  belief 
that  a  health  care  system  that  meets  die  needs  of  these  persons  will  meet  the  needs  of  all 
Americans.  The  Cooper  bill  (H.R.  3222)  fundamentally  fails  to  address  the  needs  of  persons 
with  disabilities  and  chronic  illnesses. 


UNIVERSAL  COVERAGE 


CCD  Position 


Cooper  Bill 


Impact 


Coverage  must  be  provided  to  all  persons  regardless  of  age,  employment,  income, 
disability  or  health  status,  by  a  specified  date. 


No  mandate  for  universal  coverage. 

Employers  must  offer,  but  are  not  required  to  pay  for,  coverage  of 
their  employees. 

A  health  plan  may  not  deny  insurance  to  anyone  who  can  afford  coverage,  but  a 
six  month  pre-existing  condition  exclusion  is  allowed,  except  for  the  continuously 
insured,  pregnant  women,  and  infants.   Premiums  may  vary  based  on  age. 

Insurance  premiums  are  based  on  age-adjusted  community  rating  inside  a  Health 
Plan  Purchasing  Cooperative  (HPPC)  and  either  age-adjusted  or  pure  community 
rating  outside  HPPCs. 


The  Congressional  Budget  Office  estimated  that  H.R.  5936,  Cooper's  similar  bill 
in  1993,  would  leave  25  million  people  uninsured. 
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Persons  with  disabilities  and  chronic  illnesses  will  continue  to  be 
disproportionately  uninsured,  leaving  many  unable  to  work  because  they  cannot 
get  health  insurance. 

Job  lock  will  continue,  witii  workers  having  to  choose  between  taking  or  staying 
at  a  job  that  provides  health  insurance  and  a  job  that  does  not  provide  coverage. 
Persons  with  disabilities  and  chronic  illnesses,  in  particular,  will  be  faced  with 
limited  employment  options,  including  staying  in  dead-end  jobs. 

Without  universal  coverage,  uncompensated  care  costs  will  continue  to  be  shifted 
to  those  employers,  individuals  and  health  care  providers  who  pay  for  care.  This 
will  lead  to  higher  premiums  that  will  be  unaffordable  for  many. 


BENEFITS 


CCD  Position 


A  comprehensive  benefits  package  is  essential,  particularly  for  persons  with 
disabihties  and  chronic  illnesses,  to  ensure  that  people  will  receive  the  services 
they  need. 

The  standard  benefit  package  must  be  specified  in  the  legislation  in  order  to 
maintain  public  accountability. 


Cooper  Bill 


Benefits  are  not  specified  in  the  bill.  Benefits  will  be  defined  at  a  later  date  by 
a  new  federal  commission  and  approved  by  Congress  on  an  up  or  down  vote.  The 
commission  has  only  five  members  and  no  requirements  for  representation  by 
persons  who  have  any  expertise  with  the  specialized  health  needs  of  persons  with 
disabilities  and  chroiuc  illnesses. 


State  minimum  benefit  laws  are  pre-empted. 

Employers  will  only  be  allowed  to  take  a  tax  deduction  for  the  cost  of  the  lowest 
priced  health  plan. 

If  an  employer  provides  a  health  plan  that  costs  more  than  the  lowest  priced  plan, 
employees  will  have  to  pay  income  taxes  on  the  difference  in  cost  between  the 
two  plans. 


Impact 


There  is  no  guarantee  that  the  particular  benefits  needed  by  persons  witii 
disabilities  and  chronic  illnesses  will  be  included  in  the  standard  package. 
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State  benefit  mandates  will  be  eliminated  before  the  standard  benefits  package  is 
federally  mandated,  which  will  leave  many  people  with  fewer  benefits  than  they 
currently  have. 

Employers  will  have  a  tax  incentive  to  offer  only  the  lowest  cost  plans,  which 
may  not  meet  the  needs  of  persons  with  disabilities  and  chronic  illnesses. 

The  cost  of  insurance  will  be  shifted  to  employees  because  the  cost  of  benefits  in 
excess  of  the  lowest  cost  plan  will  be  considered  taxable  income. 

With  the  standard  benefit  package  probably  being  inadequate,  high  risk  persons 
with  higher  incomes  will  buy  the  better  supplemental  insurance,  continuing 
adverse  selection  and  unfair  distribution  of  costs. 


AFFORDABILITY 
CCD  Position 


Cooper  Bill 


The  health  care  system  must  be  adequately  financed  to  ensure  universal  coverage. 

Financing  should  include  an  employer  mandate  to  make  health  insurance 
affordable  for  employees. 

Cost-sharing  provisions  must  include  subsidies  for  premiums,  deductibles,  and  co- 
payments  for  aU  low-income  persons  so  they  can  join  the  plan  that  best  meets 
their  needs. 

Low-income  consumers  must  have  reduced  out-of-pocket  limits. 

When  determining  adjusted  gross  income,  disability-related  expenses  must  be  an 
allowable  deduction. 


No  limits  on  the  cost  of  premiums  or  premium  increases. 

Employers  are  not  required  to  contribute  to  premium  payments. 

Premiums  for  persons  with  incomes  below  100%  of  poverty  ($14,800  for  a  family 
of  four)  are  subsidized,  but  only  for  the  lowest  cost  plan. 

Premiums  for  persons  with  incomes  between  100%  and  200%  of  poverty  ($14,800 
to  $29,600  for  a  family  of  four)  are  subsidized  on  a  sliding  scale  only  for  the 
lowest  cost  plan. 


Impact 
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Cost-sharing  is  required,  except  for  preventive  services. 

Limit  on  amounts  of  copayments  and  deductibles  are  not  set  in  bill,  but  rather  will 
be  set  by  the  federal  commission.  Nominal  copayments,  to  be  defined  by  the 
federal  commission,  will  be  charged  of  all  persons  with  incomes  below  200%  of 
poverty. 

Out-of-pocket  limits  for  the  insured  will  be  set  by  the  federal  commission. 

Low-income  assistance  subsidy  program  is  capped  with  no  assurance  of  adequate 
funding. 


Insurance  will  be  unaffordable  for  all  but  1 )  higher  income  consumers;  2)  the  very 
low-income;  or  3)  those  whose  employers  contribute  significandy  to  the  cost  of 
insurance. 

The  amount  of  cost-sharing  is  completely  unknown  and  will  contribute  to 
consumers'  inability  to  afford  necessary  health  services. 

Premium  subsidies  are  inadequate.  For  instance,  a  pregnant  woman  with  income 
at  185%  of  poverty  ($27,380  for  a  family  of  four)  is  likely  receiving  Medicaid  in 
most  states  and  will  now  be  required  to  pay  85%  of  the  cost  of  her  insurance 
premium,  a  substantial  amount  of  the  family's  income. 

Low-income  consumers  will  be  segregated  into  the  lowest  cost  plans,  perpetuating 
a  two-tier  system  of  health  care. 

A  cap  on  the  subsidy  program  leaves  all  low-income  persons  at  risk  of  losing  their 
premium  payments,  reduced  copayments  and  supplemental  benefits. 


ADMINISTRATION  AND  SERVICE  DELIVERY 

CCD  Position 

•  Regional  health  alliances  should  be  established  to  ensure  that  health  care  risks  and 
their  associated  costs  are  spread  across  as  large  a  population  as  possible.  A  very 
large  population  base  is  also  needed  for  community  rating  to  work  effectively. 
Participation  in  regional  alliances  should  be  mandatory. 

•  Alliances  should  be  required  to  offer  a  choice  of  health  plans,  including  at  least 
one  fee-for-service  plan. 
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Risk  adjustments  payable  to  health  plans  must  be  set  at  an  adequate  level  to 
remove  economic  incentives  for  providers  to  underserve  persons  with  disabilities 
and  chronic  illnesses  and  to  guarantee  that  the  amount,  duration,  scope  and  quality 
of  care  for  persons  with  disabilities  and  chronic  illnesses  is  appropriately  based 
on  medical  needs. 

While  accurate  risk  adjustment  methods  are  being  developed,  there  must  be 
mandatory  reinsurance  requirements  so  that  plans  do  not  have  an  incentive  to 
restrict  services  for  persons  who  incur  extremely  high  costs. 

Reimbursement  formulas  must  include  adjustments  for  time-intensive  services. 

Access  to  specialized  treatment  centers  must  be  assured. 


Cooper  Bill 


Health  Plan  Purchasing  Cooperatives  (HPPCs)  are  established  through  which  small 
businesses  (fewer  than  100  employees)  and  individuals  must  purchase  insurance 
to  maintain  tax  deductibility. 


Risk  adjustments  will  made  to  health  plans,  but  specific  factors  are  not  detailed, 
except  for  the  difference  in  utilization  that  may  result  from  lower  cost-sharing  for 
persons  with  low  incomes. 


Impact 


With  such  small  pools,  the  current  segmented  market  will  continue  and  the  risks 
and  costs  of  health  care  will  not  be  spread  widely  enough.  The  small  size  of  the 
pool  will  also  weaken  the  negotiating  power  of  the  alliance  which  will  reduce  the 
ability  of  employers  and  individuals  to  obtain  affordable,  comprehensive  coverage. 


CHOICE 


CCD  Position 


All  persons  should  have  a  choice  of  health  plans  with  an  affordable  out-of- 
network  services  option. 


Cooper  Bin 


Employers  do  not  have  to  offer  more  than  one  plan. 


Employers  and  individuals  are  only  allowed  tax  deductions  up  to  the  cost  of  the 
lowest  cost  plan,  which  will  restrict  the  choice  of  a  higher  cost  plan. 

Low-income  persons  are  subsidized  for  the  lowest-cost  plan  only  and  must  pay 
more  if  they  choose  a  more  expensive  plan. 


Impact 
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There  is  no  mandate  that  managed  care  plans  must  include  an  out-of-network 
option,  and  states  are  specifically  prohibited  from  mandating  an  out-of-network 
option. 


With  no  choice  of  health  plans,  low-income  persons,  including  those  with 
disabilities  and  chronic  illnesses  will  be  segregated  into  low  cost  plans,  which  may 
be  underfunded,  and  there  will  be  no  competitive  pressures  to  assure  quality. 

The  lowest  cost  plan  will  often  be  an  HMO,  which  frequently  does  not  adequately 
meet  specialized  health  needs.  Choice  of  providers,  therefore,  will  largely  be 
decided  by  income  status. 

With  no  out-of-network  option,  many  people  with  disabilities  and  chronic  illnesses 
will  not  be  able  to  get  the  specialty  care  they  need.  Even  if  an  out-of-network 
option  is  included,  there  is  no  guarantee  that  it  will  be  affordable. 


MANAGED  CARE 
CCD  Position 


Contractual  provisions  in  managed  care  plans  that  shift  financial  risk  to  physicians 
and  other  health  care  providers  should  be  strictly  prohibited. 

Managed  care  plans  must  include  effective  quality  assurance  mechanisms  to 
ensure  that  persons  with  disabilities  and  chronic  illnesses  have  access  to 
appropriate  and  necessary  specialized  services. 

Managed  care  plans  must  offer  persons  with  disabilities  and  chronic  illnesses  who 
are  likely  to  require  substantial  services  over  a  prolonged  period  of  time  the  option 
of  having  a  specialist  as  their  gatekeeper. 

Provider  referrals  to  specialists  should  be  financially  neutral  and  based  solely  on 
the  health  needs  of  the  individual. 

Access  to  specialists  should  not  be  based  on  one's  ability  to  pay  higher  premiums, 
deductibles  and  copayments,  or  one's  ability  to  purchase  supplemental  insurance. 

There  must  be  an  affordable  out-of-network  option. 

There  must  be  a  prohibition  against  balance  billing  for  medically  necessary 
services  obtained  outside  a  network. 
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Cooper  Bill 


Encourages  reliance  on  and  growth  of  managed  care  networics  as  a  major  feature 
of  plan,  but  there  are  no  quality  assurance  or  consumer  protection  provisions. 

States  will  not  be  able  to  prohibit  or  restrict  financial  risk  arrangements  for 
providers  in  the  network. 

No  provision  is  made  for  persons  with  disabilities  and  chronic  illnesses  to  have 
specialists  as  their  gatekeepers. 

No  mandate  is  made  for  the  provision  of  an  out-of-plan  option,  and  states  are 
specifically  prohibited  from  mandating  an  out-of-plan  option. 


Impact 


Managed  care  has  historically  barred  many  persons  with  disabilities  and  chronic 
illnesses  from  access  to  the  services  they  need.  This  will  continue  with  persons 
who  need  specialized  care  experiencing  limits  on  services,  difficulty  in  accessing 
specialists,  and  frequent  admission  to  inappropriate  and  inadequate  levels  of  care. 

Protections  for  persons  with  disabilities  and  chronic  illnesses  in 
managed  care  plans  are  not  specified,  leaving  them  without 
safeguards  for  quality  but  rather  at  the  mercy  of  an  HMO's  bottom 
line. 

Managed  care  plans  will  be  allowed  to  give  providers  financial  disincentives  not 
to  give  care,  leaving  persons  with  disabilities  and  chronic  illnesses  at  risk  for  not 
receiving  the  services  they  need. 

With  no  out-of-plan  option,  many  people  with  disabilities  and  chronic  illnesses 
will  not  be  able  to  get  the  specialty  care  they  need.  Even  if  an  out-of-plan  option 
is  included,  there  is  no  guarantee  it  will  be  affordable. 

Care  coordination  will  continue  to  be  driven  by  the  need  to  contain  costs,  rather 
than  by  the  need  to  assure  quality  care  through  the  maximization  of  health  care 
and  community  resources. 


MEDICAID 


CCD  Position 


The  acute  portion  of  Medicaid  should  be  incorporated  into  the  new  system, 
eliminating  the  current  two-tiered  system  of  health  care. 

Persons  currently  receiving  services  through  Medicaid  should  not  lose  those 
services. 


Cooper  Bill 


Impact 
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Medicaid-eligible  individuals  with  disabilities  and  individuals  with  low  incomes 
should  be  subsidized  for  the  full  range  of  health  plans  or  to  use  a  point-of-service 
option  if  their  health  care  needs  require  that  they  have  ongoing  access  to 
specialists,  centers  of  excellence  and  other  specialty  care. 

The  Medicaid  mandate  for  Early,  Periodic,  Screening,  Diagnostic,  and  Treatment 
(EPSDT)  should  continue  for  eligible  children. 


Medicaid  acute  care  is  abolished  as  of  January  1,  1995. 

Premiums  are  paid  for  persons  with  incomes  under  100%  of  poverty  for  only  the 
lowest  cost  plan  offered  by  a  HPPC. 

Payment  for  prescriptions,  hearing  aids,  eyeglasses  and  other  supplementary 
benefits  (as  defined  by  the  federal  commission)  will  be  provided  only  to  persons 
with  incomes  below  100%  of  poverty. 

The  Medicaid  mandate  for  Early,  Periodic,  Screening,  Diagnostic,  and  Treatment 
(EPSDT)  is  eliminated. 

Federal  subsidies  are  capped  with  no  assurance  of  adequate  fimding. 


Medicaid-eligible  individuals  and  other  low-income  individuals  will  be  segregated 
into  the  lowest  cost  plans,  continuing  the  two-tiered  system. 

Premiums  for  persons  now  on  Medicaid  with  incomes  above  100%  of  poverty, 
including  millions  of  children,  will  not  be  adequately  subsidized.  Many  will  lose 
health  coverage. 

Millions  of  people  on  Medicaid  could  face  reduced  benefits. 

The  need  for  a  supplementary  benefits  package  highlights  the  foreseeable 
inadequacy  of  the  undefmed  standard  benefits  package. 

Millions  of  children  will  lose  medically  necessary  health  care  because  of  the 
elimination  of  the  EPSDT  mandate. 

A  cap  on  the  federal  subsidy  program  is  unrealistic  since  the  cost  of  the  standard 
benefits  package  and  thus  the  cost  of  the  supplementary  benefits  are  completely 
unknown. 
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LONG  TERM  CARE 


CCD  Poation 


Cooper  Bfl] 


Impact 


Provisions  to  increase  the  availability  of  long  term  care  services  and  supports, 
including  a  coordinated,  comprehensive  range  of  home  and  community-based 
services,  must  be  included  in  health  care  reform  legislation. 

Financing  requirements  for  any  program  must  not  lead  to  a  reduction  in  the  levels 
or  types  of  long-term  services  currently  provided  to  those  most  in  need:  low- 
income  persons  with  disabilities  and  chronic  illnesses. 


All  federal  funding  for  long  term  care  services  through  Medicaid  will  be 
terminated.  The  states  will  be  expected  to  pay  the  full  cost  of  these  services  with 
only  transitional  federal  funding. 

There  is  no  specification  of  where  the  state  will  get  the  revenue  to  replace  the 
federal  funding. 


Millions  of  persons  of  all  ages  with  disabilities  and  chronic  illnesses  will  lose  long 
term  care  services  because  states  will  be  financially  unable  to  replace  the  former 
level  of  federal  funding. 

The  community  services  for  persons  with  developmental  disabilities  and  severe 
mental  illness  which  have  been  hard  fought  for  will  disappear  because  the  states 
will  not  be  able  to  pick  up  the  lost  federal  funding  share. 


FINANCING 


CCD  Position 


Cooper  Bill 


The  health  care  system  must  be  equitably  and  adequately  financed,  and  must 
include  an  employer  mandate  with  adequate  subsidies  to  small  businesses  and 
persons  with  low  incomes.  An  employer  mandate  builds  on  the  current  system, 
increases  affordability,  and  ends  cost-shifting  from  employers  who  do  not  provide 
insurance  to  those  who  do. 


Employers  arc  not  required  to  contribute  to  employees'  coverage. 

No  subsidies  are  provided  for  small  businesses. 

Tax  deductibility  of  employer  and  individual  health  costs  is  limited  to  the  lowest 
cost  plan. 
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Impact 


Medicaid  is  repealed,  including  federal  funding  for  long  term  care  services. 


The  plan  is  inadequately  and  inequitably  financed,  and  will  leave  25  million 
people  uninsured,  according  to  CBO's  estimates  on  Congressman  Cooper's  similar 
bill  in  1993.  Persons  with  disabilities  and  chronic  illnesses  will  continue  to  be 
disproportionately  uninsured. 

Many  people  will  be  segregated  into  the  lowest  cost  plan  because  of  the  tax 
implications  and  the  unaffordability  of  purchasing  a  higher  cost  plan. 

Although  some  individuals  will  be  given  tax  deductions  not  currently  allowed,  this 
will  not  compensate  for  the  increase  in  premiums  and  cost-sharing. 


COST  CONTAINMENT 
CCD  Position 


Cooper  Bill 


Effective  cost  containment  measures  must  be  implemented  so  that  increased  costs 
are  not  shifted  to  consumers  in  the  form  of  higher  premiums,  increased  cost- 
sharing  and  reduced  benefits. 

Effective  cost  containment  measures  include: 

•  caps  on  premium  increases 

•  competition  among  health  plans  in  regional  health  alliances 

•  standardization  of  insurance  forms 

•  Medicare  prescription  drug  rebates 


No  limits  on  what  insurance  companies  arc  allowed  to  charge. 

Caps  on  employer  and  individual  tax  deduction  to  the  lowest  cost  plan. 

Depends  solely  on  hypothesized  competition  to  potentially  reduce  costs. 


Impact 


Premiums  will  continue  to  increase,  making  insurance  unaffordable  for  an 
increasing  number  of  persons,  particularly  those  with  disabilities  and  chronic 
illnesses. 

Many  services  will  likely  not  be  covered,  including  preventive  care,  making  health 
care  costs  increase  even  more  because  people  will  have  to  delay  their  care  until 
they  are  very  ill  and  then  need  costlier  care. 
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THE  COOPER  PLAN  FAILS 

On  each  and  every  issue  of  critical  importance  to  persons  with  disabilities  and 
chronic  illnesses,  the  Cooper  bill  fails.  The  Cooper  bill  offers  no  choice  of  health  plans, 
will  not  assure  affordability  of  insurance,  does  not  define  the  benefits  that  will  be  covered, 
and  will  continue  to  leave  people  in  fear  of  losing  their  coverage.  Many  persons  currendy 
covered  by  Medicaid  will  actually  become  uninsured  under  the  Cooper  bQl.  The  Cooper 
bill  is  NOT  health  care  reform. 


For  additional  information,  please  contact  the  CCD  Health  Task  Force  Co-Chairs: 

Kathy  McGinley  202-785-3388/Janet  O'Keeffe  202-336-5934/Peter  W.  Thomas  202-659-2900 
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Chairman  FORD.  I  would  like  to  tell  the  gentleman  from  Wiscon- 
sin that  the  most  voluminous  of  these  is  the  critique  by  the  Consor- 
tium for  Citizens  With  Disabilities'  Health  Task  Force,  65  national 
organizations  working  to  enact  comprehensive  health  care  reform 
that  will  meet  the  needs  of  persons  with  disabilities  and  chronic  ill- 
nesses and  their  family.  One  of  them  is  entitled,  "The  Cooper 
Health  Plan  Fails  Persons  With  Disabilities  and  Chronic  Illnesses." 

Then,  in  addition,  we  have  the  testimony  of  Henry  Aaron  on  the 
economics  of  the  plan.  Mr.  Aaron  is  an  economist  with  the  Brook- 
ings Institution,  I  believe.  And  I  also  call  that  to  Mr.  Gunderson's 
attention  because  he  agrees  with  some  of  the  findings  that  were  in 
the  report  that  the  majority  staff  released  about  the  economics  of 
this  plan. 

Mr.  GUNDERSON.  Mr.  Chairman,  reserving  the  right  to  object. 
Mr.  Chairman? 

Chairman  Ford.  Go  ahead. 

Mr.  GUNDERSON.  And  I  don't  intend  to  object  as  long  as  you  will 
also  allow  me  to  submit  also  at  this  point  in  the  record  articles 
from  the  pro-life  people  critical  of  the  bill  because  they  believe  it 
is  pro-abortion,  and  an  article  from  the  pro-choice  people  critical  of 
the  bill  because  they  believe  it  is  pro-life. 

And  the  reason  all  of  these  groups,  including  the  ones  you  have 
articulated,  have  taken  the  positions  they  have  is  because  unlike 
the  Clinton  plan  which  legislates  every  single  benefit  by  a  vote  of 
the  House  of  Representatives  and  the  Senate,  the  Cooper-Grandy 
bill  establishes  a  National  Benefits  Commission  to  do  so. 

Now,  if  everybody  in  this  Congress  wants  to  have  a  vote  every 
year  on  chiropractic  coverage,  acupuncture  coverage  and  everything 
else,  you  are  right.  Then  we  should  vote  for  the  Clinton  plan.  But 
I  hope  that  is  not  what  most  Members  of  Congress  want. 

So,  I  withdraw  my  reservation. 

Chairman  Ford.  Without  objection,  it  is  agreed  to. 

Mr.  Cooper,  I  am  sorry  that  you  have  been  delayed  so  long.  You 
can  see  there  is  a  lot  of  interest  in  this  committee  in  your  plan.  As 
a  matter  of  fact,  you  have  a  number  of  cosponsors  on  the  commit- 
tee. 

Are  any  of  them  here  today?  Mr.  Gunderson  is,  and  Mr.  Miller, 
but  the  others  are  not  here. 

Mr.  Cooper.  Mr.  Petri. 

Chairman  Ford.  You  can  proceed  in  anjrway  you — pardon  me? 
Oh.  Mr.  Petri. 

You  may  proceed  in  anyway  you  feel  most  comfortable  with.  You 
can  add  to,  supplement  or  underline  your  statement,  which  is  al- 
ready in  the  record. 

STATEMENT  OF  HON.  JIM  COOPER,  A  REPRESENTATIVE  IN 
CONGRESS  FROM  THE  STATE  OF  TENNESSEE 

Mr.  Cooper.  Thank  you,  Mr.  Chairman.  I  appreciate  you  holding 
the  hearing.  My  able  and  distinguished  cosponsors  who  join  me 
today  would  like  to  particularly  thank  the  cosponsors  on  the  com- 
mittee: Mr.  Gunderson,  Ms.  English,  Mr.  Petri,  and  Mr.  Miller. 

What  is  managed  competition,  and  how  has  it  broken  the  par- 
tisan gridlock  on  health  care  reform?  As  you  will  hear  from  John 
Reiker  of  General  Mills  in  a  few  moments,  managed  competition  is 
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an  approach  that  is  being  field  tested  in  various  forms  in  Min- 
nesota, California,  Florida  and  Washington  State  already,  as  well 
as  in  150  cities  across  America. 

Versions  of  managed  competition  have  been  working  for  years  in 
places  like  Memphis,  Tennessee;  Cincinnati,  Ohio;  Orlando,  Flor- 
ida; Rochester,  New  York;  and  countless  other  cities  around  the 
country  are  also  trying  it. 

Nine  million  Federal  employees  are  benefiting  from  an  early  type 
of  managed  competition  that  has  existed  for  nearly  30  years. 

Managed  competition  has  broken  partisan  gridlock  by  combining 
the  best  features  of  market  competition  and  government  regulation. 
It  is  not  a  new  entitlement  program.  It  is  an  empowerment  pro- 
gram. It  is  not  the  old  "Please  the  bureaucrat"  regulatory  para- 
digm. It  is  the  new  "Please  the  customer"  paradigm." 

It  enables  every  American  to  be  able  to  shop  for  health  care  and 
health  insurance.  This  may  sound  unremarkable  but  we  have  never 
been  allowed  to  shop  for  health  care  in  America.  We  seldom  know 
the  price  or  the  quality  of  health  care  in  advance,  and  that  pre- 
vents us  from  doing  any  comparison  shopping.  Now,  for  the  first 
time  in  our  lives  we  should  have  the  power  and  the  information  to 
be  able  to  pick  out  the  best  plan  for  ourselves  and  our  families. 

We  like  the  idea  of  annual,  menu-based  shopping  for  health  cov- 
erage similar  to  the  system  that  Federal  employees  use  today.  In- 
stead of  Congress  keeping  a  benefits  system  to  itself,  we  should 
share  that  system  with  the  whole  country.  If  done  properly,  this 
could  enhance  consumer  choice,  promote  higher  medical  quality 
and  contain  cost.  In  fact,  managed  competition  can  be  tougher  and 
fairer  on  cost  than  government  price  controls  could  ever  hope  to  be. 

We  support  the  health  insurance  reforms  of  the  Clinton  plan.  We 
make  sure  that  every  American  can  get  good  health  insurance  at 
low  group  rates  as  if  they  worked  for  the  biggest  company  in  town. 
No  insurance  company  could  turn  you  down  anymore,  and  people 
will  be  able  to  keep  health  insurance  no  matter  what  happens  to 
them.  No  matter  if  they  get  sick,  no  matter  if  they  switch  jobs,  no 
matter  if  they  lose  their  job. 

In  health  jargon,  we  are  for  gTiaranteed  issue  insurance  with  a 
ban  on  preexisting  condition  limitations  and  experience  rating.  No 
more  canceled  policies.  No  more  price  gouging.  No  more  insurance 
company  discrimination. 

We  not  only  make  insurance  available,  we  make  it  affordable. 
Every  American  under  200  percent  of  poverty  would  qualify  for 
help  from  the  program  that  would  replace  Medicaid.  That  means 
that  four  times  more  people  would  be  covered  than  under  the  cur- 
rent Medicaid  program. 

Little  attention  has  been  paid  to  the  fact  that  every  taxpayer 
would  benefit  from  a  new  tax  deduction  for  low  cost  basic  coverage 
under  our  plan.  Today,  only  corporations  can  fully  deduct,  not  the 
employee,  not  the  self-employed. 

The  Clinton  plan  could  give  the  self-employed  a  full  deduction, 
but  not  the  employee.  We  think  that  employees  and  the  unem- 
ployed should  also  benefit.  This  alone  is  a  $54  billion  program  over 
5  years  to  help  average  Americans  better  aftord  health  coverage. 
This  is  effectively  a  middle-class  tax  cut  paid  for  by  trimming  a  cor- 
porate tax  break. 
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These  reforms  should  remove  all  obstacles  to  health  insurance 
coverage  for  all  Americans.  There  is  no  reason  why  everyone  won't 
be  covered  with  these  reforms.  If  there  are  some,  we  will  soon  know 
who  they  are  and  we  will  be  able  to  cover  them  on  the  President's 
timetable  of  1998.  No  other  bill  in  Congress  comes  this  close  to 
achieving  the  President's  demand  that  we  guarantee  every  Amer- 
ican private  health  insurance  coverage  that  can  never  be  taken 
away. 

The  McDermott  bill  does  not  even  allow  private  health  insurance. 
The  Chafee  bill  promises  individual  mandate  coverage  by  the  year 
2005,  but  that  is  on  a  pay-as-you-save  basis. 

When  you  look  at  a  broad  range  of  health  care  issues,  our  bill 
is  the  closest  bill  in  Congress  to  the  President's  bill.  There  aie 
many  similarities,  but  there  are  also  some  key  differences.  We  dis- 
agree on  the  employer  mandate,  on  bureaucratic  price  controls,  on 
large  and  regulatory  health  alliances,  on  politicization  of  the  basic 
benefits  package,  and  on  excessive  State  flexibility.  I  would  be 
happy  to  go  into  these  or  other  issues. 

Our  bill  does  promise  less  than  the  President's  bill,  but  we  are 
confident  that  we  can  deliver  on  every  promise. 

To  conclude,  Mr.  Chairman,  our  bill  is  closer  to  the  President's 
approach  and  closer  to  the  unanimous  50  State  Governors'  rec- 
ommendations than  any  other  bill.  Ours  is  the  only  bipartisan  bill. 
It  is  certainly  far  from  perfect,  but  it  is  the  best  starting  point  to 
achieve  a  national  consensus  on  this  complex  issue. 

With  managed  competition  we  have  an  opportunity  not  to  ccpy 
the  health  plans  of  other  nations,  but  to  beat  other  nations.  Mem- 
bers who  are  interested  in  more  information  should  feel  fiee  to 
refer  to  the  Democratic  Study  Group  report,  "Clinton  versus  Coo- 
per." That  contains  a  more  fair  and  balanced  summary  of  the  two 
plans  than  perhaps  can  be  found  elsewhere. 

Thank  you,  Mr.  Chairman. 

Mr.  Scott,  [presiding]  Thank  you,  Mr.  Cooper. 

[The  prepared  statement  of  Mr.  J.  Cooper  follows: 

Statement  of  Hon.  Jim  Cooper,  a  Representative  in  Congress  from  the  State 

OF  Tennessee 

Thank  you,  Mr.  Chairman,  for  holding  this  hearing  on  H.R.  3222,  the  "Managed 
Competition  Act  of  1993."  I  would  hke  to  recognize  the  members  of  this  committee 
whicn  are  cosponsors  of  H.R.  3222:  Steve  Gunderson,  Karan  English,  Tom  Petri  and 
Dan  Miller. 

As  we  attempt  to  move  health  care  reform  through  the  Congress,  I  would  urge 
you  to  be  genuinely  bipartisan.  I  know  this  sounds  simple,  and  it  is  certainly  a  goal 
to  which  everyone  at  least  pays  lip  service.  But  it  is  the  only  way  to  pass  a  bill 
through  the  Senate.  It  is  the  only  way  to  pass  the  House  with  a  majority  similar 
to  that  of  the  other  great  reform  bUls  of  this  century. 

Far  more  important,  bipartisanship  is  vital  to  make  sure  that  reform  is  accepted 
back  home.  That  is  the  real  test  of  this  legislation  and  of  ourselves.  We  need  a  new 
headth  care  system  that  makes  all  of  our  patients  feel  comfortable,  whether  they  are 
Democrats,  Republicans,  Independents,  or  apoUtical. 

The  President  and  First  Lady  deserve  tremendous  credit  for  their  courage  and 
leadership  in  health  care  reform.  As  the  former  Surgeon  Greneral,  Dr.  C.  /iverett 
Koop,  has  said,  the  CUntons  have  shown  more  leadership  in  health  care  than  all 
of  their  living  predecessors  combined.  The  President  and  First  Lady  have  an  oppor- 
tunity to  lead  an  overwhelming  bipartisan  majority  of  the  House  and  Senate  to  a 
historic  health  reform  bill. 

Through  two  Congresses,  our  bill  is  the  only  comprehensive  health  reform  bill 
that  enjoys  real  bipartisan  support.  Health  care  may  be  a  giant  $930  billion  issue 
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that  consumes  14  percent  of  the  Gross  National  Product,  but  the  bipartisan  middle 
ground  on  this  issue  may  be  one  inch  wide. 

What  is  managed  competition,  and  how  has  it  broken  the  partisan  gridlock  on 
health  reform? 

It  is  an  approach  designed  by  the  Jackson  Hole  Group  of  business  leaders  and 
health  care  experts.  We  modified  that  approach  and  consulted  with  hundreds  and 
hundreds  of  regular  people  back  home,  health  professionals,  and  groups  like  Amer- 
ican Healthcare  Systems,  a  not-for-profit  hospital  chain,  as  we  put  together  our  bill. 
The  Progressive  Policy  Institute,  for  which  Dave  Kendall  will  be  testifying  on  the 
next  panel,  was  an  early  supporter  of  pure  managed  competition. 

As  you  will  hear  from  Jon  Reiker  of  General  Mills,  managed  competition  is  an 
approach  that  is  being  field-tested  in  various  forms  in  Minnesota,  Califomia,  Flor- 
ioa,  and  Washington  State,  as  well  as  in  150  cities  across  America.  Versions  of  man- 
aged competition  have  been  working  for  years  in  places  like  Memphis,  Tennessee; 
Cincinnati,  Ohio;  Rochester,  New  York;  Orlando,  Florida,  and  countless  other  cities 
around  the  country.  Nine  million  Federal  employees  are  benefiting  from  an  early 
type  of  managed  competition  that  has  existed  for  over  30  years. 

Managed  competition  has  broken  partisan  gridlock  b^  combining  the  best  features 
of  market  competition  and  government  regulation.  It  is  not  a  new  entitlement  pro- 
gram; it  is  an  empowerment  program;  it  would  create  a  please-the-patient  para- 
digm. 

It  enables  every  American  to  be  able  to  shop  for  health  care  and  health  insurance. 
This  may  sound  unremarkable,  but  we  have  never  been  allowed  to  shop  for  health 
care.  We  seldom  know  the  price  or  quality  of  care  in  advance,  preventing  us  from 
comparison  shopping.  Now,  for  the  first  time  in  our  Uves,  well  have  the  power  and 
the  information  to  pick  out  the  best  plan  for  ourselves  and  our  families. 

We  like  the  idea  of  annual,  menu-based  shopping  for  health  coverage,  similar  to 
the  system  that  Federal  employees  use  today.  Instead  of  Congress  keeping  a  bene- 
fits system  to  itself,  we  should  share  that  system  with  the  whole  country.  If  done 
properly,  this  could  enhance  consumer  choice,  promote  higher  medical  quality,  and 
contain  costs.  In  fact,  managed  competition  can  be  tougher  and  fairer  on  costs  than 
government  price  controls  will  ever  be. 

We  support  the  health  insurance  reforms  of  the  Clinton  plan.  We  vaake  sure  that 
every  American  can  get  good  health  insurance  at  low  group  rates,  as  if  they  worked 
for  tne  biggest  company  in  town.  No  insurance  company  could  tiim  you  down.  And 
people  will  be  able  to  keep  that  insurance  no  matter  what  happens  to  them,  no  mat- 
ter if  they  get  sick,  switch  jobs,  or  lose  their  job.  In  health  care  jargon,  we're  for 
guaranteed-issue  insurance,  with  a  ban  on  preexisting  condition  limitations  and  ex- 
perience rating.  No  more  canceled  poUcies;  no  more  price  gouging;  no  more  insur- 
ance company  discrimination. 

We  not  only  make  insurance  available;  we  make  it  affordable.  Every  American 
under  200  percent  of  poverty  would  qu£ilify  for  help  from  the  program  that  would 
replace  Medicaid.  That  means  that  four  time  more  people  could  be  covered  than  the 
current  Medicaid  program. 

Little  attention  had  been  paid  to  the  fact  that  every  ta^roayer  would  benefit  from 
a  new  tax  deduction  for  low-cost  basic  health  coverage.  Today,  only  corporations  can 
fully  deduct,  not  the  employee  or  the  self-employed.  The  Clinton  plan  would  give  the 
sel^employed  that  full  deduction,  but  not  the  employee.  We  think  that  employees 
and  the  unemployed  should  also  benefit.  This  alone  is  a  $54  billion  program  over 
five  years  to  help  average  Americans  better  afford  health  coverage.  This  is  effec- 
tively a  middle-class  tax  cut,  paid  for  by  trimming  a  corporate  tax  break. 

These  reforms  should  remove  all  obstacles  to  health  insurance  coverage  for  all 
Americans.  There  is  no  reason  why  everyone  won't  be  covered  with  these  reforms. 
If  there  are  some,  we  will  soon  know  who  they  are,  and  be  able  to  cover  them  on 
the  President's  timetable  of  1998.  No  other  bill  comes  this  close  to  meeting  the 
President's  demand  that  we  "guarantee  every  American  private  health  insurance 
that  can  never  be  taken  away.  The  McDermott  bill  does  not  allow  private  health 
insurance.  The  Chafee  bill  does  not  promise  coverage  until  2005,  and  tnen  it  is  high- 
ly conditional  on  a  pay-as-you-save  basis. 

When  you  look  at  a  broad  range  of  health  care  issues,  our  bill  is  the  closest  bill 
in  Congress  to  the  President's  bill.  There  are  many  similarities,  but  there  are  also 
some  key  differences.  We  agree  on  most  of  the  goals  of  health  reform,  but  we  dis- 
agree primarily  on  the  role  that  government  should  play  in  the  reforms.  The  admin- 
istration's bill  usually  favors  a  big  government  approach;  we  usually  favor  a  small 
government  approach. 

We  disagree  with  the  employer  mandate,  bureaucratic  price  controls,  Isirge  and 
regulatory  health  alliances,  poUticization  of  the  basic  benefits  package,  and  exces- 
sive State  flexibihty.  I  would  be  happy  to  go  into  these  or  other  issues  in  whatever 
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detail  the  committee  woxild  like.  Our  bill  promises  less  than  the  administration's 
bill,  but  we  are  confident  that  we  can  deliver  on  those  promises. 

To  conclude,  M.  Chairman,  our  bill  is  closer  to  the  President's  and  closer  to  the 
governors'  recommendations  than  any  other  bill.  Oiu"s  is  the  only  bipartisan  bill.  It 
is  certainly  far  from  perfect.  But  it  is  the  best  starting  point  to  achieve  national  con- 
sensus on  this  complex  issue.  With  managed  competition,  we  have  an  opportunity 
not  to  copy  other  nations'  health  systems,  out  to  beat  other  nations.  I  hope  we  -mil 
rise  to  that  challenge. 

Mr.  Grandy? 

STATEMENT  OF  HON.  FRED  GRANDY,  A  REPRESENTATIVE  IN 
CONGRESS  FROM  THE  STATE  OF  IOWA 

Mr.  Grandy.  Thank  you,  Mr.  Chairman. 

I  will  submit  my  statement  for  the  record  and  ask  unanimous 
consent  to  begin  by  quoting  from  an  article  that  I  am  going  to  in- 
clude with  my  remarks,  which  is  an  op-ed  piece  from  the  Washing- 
ton Post,  dated  February  2,  of  this  year,  by  Robert  J.  Samuelson, 
which  is  called  "The  Dishonest  and  Nasty  Health  Debate,"  and  I 
think  this  paragraph  is  instructive  for  all  of  our  colleagues,  wheth- 
er they  are  sitting  on  this  side  of  the  panel  or  members  of  your 
committee,  that  made  remarks  at  the  beginning. 

[The  above  mentioned  material  follows:] 
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Robert  J.  Samuelson 


The  Dishonest  (and  Nasty)  Health  Debate 


A  year  ago.  I  held  out  the  hope  that  we  nueni 
have  an  honest  heaJth  care  debate.  Perhaps  inevita- 
bly. It  hasn't  happened.  On  the  one  hand.  President 
Chnton  s  plan  is  hugely  dishonest.  It  offers  aimosi 
everything  to  everybody.  It  would  mandate  univer- 
sal health  insurance,  control  costs,  expand  Medi- 
care and  provide  new  benefits  for  early  retirees- 
all  without  anposmg  major  new  taxes,  threatening 
the  quality  of  care,  reducing  patients'  choice  oi 
doctors  or  requmng  federal  pnce  controls.  The 
only  thing  it  doesn't  promise  is  munortality. 

On  the  other  hand.  Clinton  s  cnacs  now  declare 
that  the  health  care  "cnsis"  doesn't  exist.  This 
rebuttal  is  acouate  in  the  sense  that  the  health 
system  doesn't  face  collapse  and  provides  good  care 
for  most  people.  But  the  argument  is  misleading 
because  it  wrongly  implies  there  are  no  senous 
problems:  high  costs,  spotty  insurance  coverage 
and  genume  public  anxieties  about  both.  Everything 
won't  get  better  spontaneously. 

Both  Clinton  and  his  critics  skirt  the  real  prob- 
lem: Most  Americans  expect  far  more  from  the 
medical  system  than  it  can  deliver.  In  general,  we 
thmk  people  should  have  good  care  when  they  need 
it.  Costs  should  be  no  bar:  insurance  should  pav. 
The  Qsue  is  a  moral  one.  But  naturally,  we  don't 
want  soaring  naaraoce  costs  to  raise  our  taxes  or 
dejiress  our  salaries.  All  these  are  worthy  goals — 
but.  unfortisatety.  contradictory  ones. 

There  are  do  obvious  limits  to  health  "needs."  1/ 
we  have  all  the  care  we  (or  our  doctors)  say  we 
need,  costs  will  skyrocket.  So.  controUing  costs 
means  curtmg  some  treatments  or  excluding  some 
diseases  or  people  trom  insurance  coverage — or 
Doin.  The  ftara  part  is  weighing  costs  vs.  coverage. 
What  s  missing  rrom  this  debate  is  a  greater 
awareness  ot  the  conibcts  between  desirable  goals. 
The  wamng  TV  ads  have  distilled  the  debate  into 
competing  sound  biies  and  nasty  scare  talk.  The 
insurance  industry  has  Harry  and  Louise  complain- 
ing aoout  meddlesome  government  bureaucrats:  a 
?ro<:iinton  ad  ndicules  anyone  who  would  go 
"haliwav"  with  reform.  The  mam  antagonists  don't 
raise  the  debate  much  higher.  The  president  dis- 
penses rhetoncal  Oounshes.  promismg  "compre- 
nenave  care"  that  "will  never  be  taken  away." 
.Meanwhile.  Clinton's  cnacs  debunk  the  "cnsis."  as 
u  there  s  nothing  else  to  discuss. 

The  latest  twist  m  this  argument  is  the  dauo  that 
health  spending  is  skiwing  on  its  own.  See.  sav  the 
cnncs.  there  s  no  problem  after  alL  You  should 
treat  this  contentioo  cautiously.  True,  increases  in 
health  care  prices  (measured  by  the  consumer  pnce 
index)  have  subsideri.  In  1993.  they  rose  5.9 
percent,  down  from  9  percent  m  1990.  But  the 
inciease  is  still  double  overall  inflation  of  3  percent. 
.And  the  rise  in  health  insurance  premiums,  though 
reduced,  still  outpaces  the  economy's  growth. 

Health  analvst  Jon  Gabel  of  KPMG/Peat  Mar- 
wicK  attrbutes  the  spending  skiwdown  to  four 
causes:  (1)  tower  overall  inflaoon;- (2)  efforts  by 
companies  to  push  more  wortKS  into  "managed 
care" — health  maintenance  orgamzatioos  and  simi- 
iar  groups:  (3)  voluniary  prte  restraint  by  drug 
companies  and  doctors  out  of  fear  of  federal  pnce 


controls:  and  (4)  the  'Lisurance  cycle"  that  creates 
wide  swings  in  premium  cnanges. 

Gabel  thinks  spending  will  speed  up  m  a  lew 
years,  ijnderiymg  cost  pressures  remain:  expensive 
new  health  technokigies.  an  agmg  population  and 
high  pubbc  expectations  oi  medicine.  Previous  paus- 
es in  spendmg  have  proven  lemporari.'.  In  1984  the 
Reagan  administration  cl^iimed  that  health  inflation 
had  been  "broken."  .And  indeed,  health  spending 
stabilized  at  10  percent  of  the  economy's  output 
(gross  domestic  product)  for  four  years.  But  then  it 
jumped  agam;  by  1991  it  was  13  percent  of  GDP. 

Whatever  happens,  the  spending  skiwttown  has 
been  achieved  at  the  expense  of  other  goals.  The 
number  of  uninsured  has  grown.  Among  the  insured, 
patient  choices  are  shrinking.  .A  Peat  Marwick  survey 
of  n..-nr  compames  found,  for  example,  that  58 
percent  of  theu'  workers  are  now  enrolled  in  "man- 
aged care"  arrangements,  double  the  1988  level 
Although  managed  care  has  advantages  (our  ^mily 
bekxigs  to  an  HMO),  tots  of  choices  isn  t  one  of  them. 

That's  the  crux  d  the  matter  All  our  goals  can't 
be  met.  No  health  plan  can  be  perfect  All  need  to 
be  judged  against  the  altematrves.  mduding  domg 
nothing.  In  its  present  form.  Clintons  plan  is  worse 
than  douig  nothing.  It  could  cause  more  problems 
than  It  solves.  Yes.  it  would  provide  universal 
coverage.  But  it  codd  needlessly  disrupt  doaor- 
patient  relatrais,  intensify  spending  pressures 
and — because  it  is  so  complex  and  contradiaory — 
spawn  massive  unintended  consequences. 

The  ahematn'e  to  Clintons  plan,  though,  isn't 
sunply  to  keep  government  out  of  health  care,  as 
manv  conser.atives  unply.  h  truth,  the  biggest 
player  in  neajm  care  is  aireaov  tne  government.  It 
pavs  two-iinr.5  oi  all  health  bills,  mamlv  through 
Medicare  .":  .MeoicaiQ-  li  nea^uv  subsidizes  pn- 
vate  insurance,  oecause  emjMover-paid  insurance  is 
not  taxed  as  inonndual  income.  (That  is:  your 
employer  pais  $4,000  for  insurance  for  you.  but 
you  don't  pav  taxes  on  the  $4,000.)  The  real  issue 
IS  whether  government  pobaes  can  be  unproved. 

It  won  t  oe  possible  unless  we  deade  what  we 
reallv  want.  To  conuol  costs.'  To  cover  the  unin- 
sured? To  preserve  quality  of  care.'  Every  problem 
has  remedies.  To  curb  costs,  we  might  unpose 
stnct  spending  controls  or  end  tax  suUsKhes  for 
insurance.  But  uie  solution  lo  one  problem  may 
aggravate  others  Spendmg  controls  might  under- 
mine the  quality  ot  care.  Enduig  tax  subsidies  woukl 
mean  Americans  would  buy  less  insurance;  paying 
more  of  their  bills,  arguably,  would  make  people 
more  cost-conscious.  But  it  mignt  also  mean  they 
would  receive  less,  care. 

Hardly  anyone  wants  to  raise  these  discomforting 
choices.  There  seems  to  be  a  presumption  that 
Amencans  are  too  dim-witted  to  grapple  with  them. 
The  White  House  started  the  debate  dishonestly;  its 
cntics  have  resixinded  m  kind.  V.'h^i  we  have  now  b 
a  uianic  struggle  to  wm  the  battle  ol  public  opanm. 
Each  side  conienos  that  the  otner  (government  ot 
private  raeoicme)  can't  be  trusted  with  tie  health 
care  system.  It  s  Public  incompetence  vs.  Pnvate 
Greed.  The  media  war  is  engaging.  But  as  a  debate. 
It  sheds  mere  darkness  than  light 
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I  quote:  "Both  Clinton  and  his  critics  skirt  the  real  problem.  Most 
Americans  expect  far  more  from  the  medical  system  than  it  can  de- 
liver. In  general,  we  think  people  should  have  good  care  when  they 
need  it,  cost  should  be  no  bar,  insurance  should  pay,  the  issue  is 
a  moral  one,  but  naturally  we  don't  want  soaring  insurance  costs 
to  raise  our  taxes  or  depress  our  salaries.  All  of  these  are  worthy 
goals,  but  unfortunately  contradictory  ones." 

Mr.  Chairman,  the  reason  I  lead  with  that  is  because  the  policy 
problem  that  affects  all  of  us  whether  we  serve  on  Education  and 
Labor,  Energy  and  Commerce  or  Ways  and  Means  or  Merchant 
Marine  and  Fisheries  is  that  the  American  consumer  is  conflicted 
over  health  care.  They  don't  know  what  they  want  and  they  want 
it  now. 

The  problem  is  that  most  Americans  will  tell  you  they  are  all  for 
health  care  reform  as  long  as  they  don't  have  to  change  anything. 
Well,  we  are  the  ones  that  have  to  change  something,  Mr.  Chair- 
man, and  unfortunately,  the  Managed  Competition  Act,  the  Chafee 
bill,  the  Clinton  bill,  the  Nickles  bill,  the  Gramm  bill— all  of  them 
are  for  some  changes,  all  of  which  are  unacceptable  to  other  Mem- 
bers of  this  Congress  and  to  the  Senate. 

So  there  is  no  magic  bullet.  There  is  no  perfect  plan,  and  I  would 
concur  wholeheartedly  with  my  colleague  Mr.  Petri  who  says  let's 
not  let  the  perfect  be  the  enemy  of  the  good. 

One  of  the  things  that  is  happened  to  Mr.  Cooper's  and  my  bill 
is  we  have  gained  some  prominence  over  the  last  couple  of  weeks 
with  the  endorsement  of  the  Business  Roundtable  and  the  tacit  ap- 
proval of  the  National  Governors  Association.  As  we  have  moved 
center  stage,  we  have  obviously  picked  up  as  many  critics  as  we 
have  comments.  And  obviously,  now  that  we  are  being  attacked  on 
both  the  right  and  the  left,  it  pretty  much,  I  think,  typifies  what 
happens  around  here.  When  somebody  tries  to  take  the  lead  on  an 
issue,  no  good  deed  goes  unpunished. 

But  having  said  all  that,  I  think  this  debate  is  worth  joining,  and 
I  would  also  say  that  I  think  the  debate  itself  may  be  as  valuable 
as  the  decision,  because  I  also  concur  that,  even  though  I  am  a  co- 
sponsor  of  this  legislation  and  would  hope  to  guide  it  toward  some 
kind  of  resolution,  it  is  an  opening  draft.  It  is  the  first  iteration  of 
a  product  that,  hopefully,  will  reach  some  kind  of  closure  in  this 
Congress. 

But  at  the  same  time  we  must  be  mindful  of  the  fact  that  the 
debate  itself  is  beginning  to  have  some  salutary  effects  on  the  mar- 
ket such  as  voluntary  price  restraints,  such  as  that  by  doctors  and 
drug  companies,  who,  because  of  the  fear  of  price  controls,  are  be- 
ginning to  curb  their  own  costs.  This  is  not  all  bad. 

Recently  Mr.  Cooper  and  I  had  the  opportunity  to  attend  a  pres- 
entation by  the  lameter  Project,  which  is  a  large  managed  competi- 
tion project  going  on  in  Cincinnati.  That  project  has  effectively 
taken  a  large  number  of  employees,  mostly  in  the  retail  sector, 
mostly  individuals  who  would  not  have  generous  plans,  provided 
them  with  plans,  and  seen  the  effective  premium  increase  go  from 
16  percent  annually  down  to  zero  in  less  than  2  years.  So,  there 
are,  alive  and  well,  examples  of  managed  competition  going  on  in 
the  marketplace. 
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But  let  me  talk  about  some  of  the  areas  where  all  of  the  plans 
are  similar,  and  it  is  somewhat  disingenuous  to  criticize  any  of 
them  on  these  terms.  The  first  one  is  mandates. 

Mr.  Chairman,  whether  you  support  Jim  McDermott's  Health  Se- 
curity Act  and  want  the  government  to  mandate  and  deliver  all  the 
health  care  and  pay  for  it  through  taxes  or  whether  you  support 
Phil  Gramm's  bill  and  you  want  medical  savings  accounts  and  you 
want  individuals  mandated  to  buy  health  insurance  with  those  ac- 
counts, this  argument  is  not  about,  anywhere  in  the  spectrum  of 
health  care  from  the  left  to  the  right,  whether  to  impose  a  mandate 
but  where  to  place  it. 

There  are  some  disagreements  as  to  whether  or  not  we  should 
have  an  employer  mandate  to  fund  as  well  as  offer.  Mr.  Cooper  and 
I  advocate  a  mandate  to  offer  but  not  to  fund,  and  we  hope  that 
the  incentives  will  provide  the  drive  to  provide  coverage.  But  it  is 
really  somewhat  insincere  to  say  that  there  are  no  mandates  any- 
where in  the  legislation. 

The  question  is  where  do  we  impose  that  mandate,  and  how 
great  a  burden  is  it  to  the  economy,  and  do  we  lose  more  than  we 
get  if  we  impose  a  mandate  on  the  workplace  and  the  employers 
of  this  country  to  fund  80  percent  of  the  benefits. 

Secondly,  price  controls.  There  is  not  a  bill  before  us  that  doesn't 
have  some  kind  of  price  control.  You  look  at  the  Clinton  plan,  obvi- 
ously those  price  controls  are  set  at  the  macro  level.  We  are  talking 
about  global  budgets  which  recently  the  Congressional  Budget  Of- 
fice said  had  a  minor  swing,  between  $59  billion  worth  of  deficit 
reduction  as  proposed  by  the  Clinton  plan  and  $74  billion  worth  of 
deficit  loss  as  scored  by  CBO.  The  question  is  can  we  impose  a 
global  budget  at  the  Federal  level  that  we  can  indeed  enforce. 

Mr.  Cooper  and  I  propose  a  price  control  at  the  micro  level.  It 
is  a  tax  cap.  It  is  an  attempt  to  even  out  and  make  the  tax  code 
fairer  to  individuals,  particularly  for  people  who  have  no  health 
care. 

I  would  point  out  that  one  of  the  first,  I  think,  arguments  in  this 
debate  when  Mrs.  Clinton  came  up  to  the  Hill  was  from  C.  Everett 
Koop,  who  was  accompanying  her  at  the  time,  and  he  said  some- 
thing that  I  think  all  members  should  be  aware  of,  which  is  clearly 
that  the  problem  with  health  care  in  this  country  is  not  just  that 
some  people  don't  have  anv  or  enough,  it  is  that  many  people  have 
too  much.  And  unless  we  do  something  to  consciously  curb  appetite 
and  make  the  responsibility  on  the  individual  and  the  burden  on 
the  consumer,  we  probably  won't  get  cost  containment.  We  will  get 
government  control,  but  we  will  not  get  necessarily  cost  contain- 
ment. 

The  whole  purpose  of  the  tax  cap  is  to  move  in  that  direction  and 
try  and  split  the  difference  in  attitude  among  American  consumers 
between  whether  health  care  is  a  right  or  a  responsibility.  In  our 
view,  it  is  clearly  both.  But  price  controls  will  be  imposed,  hopefully 
at  the  individual  level  and  not  at  the  macro  level. 

Finally,  let  me  make  a  point  about  regulations.  This  is  the  larg- 
est piece  of  social  engineering  at  least  since  Social  Security  and 
maybe  since  the  abolition  of  slavery.  So,  anybody  who  wants  to 
play  in  this  park  better  get  used  to  some  major  changes,  and  it  is 
absolutely  disingenuous  to  take  the  argument  that  all  we  want  to 
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do  with  health  care  is  fix  what  is  broken  in  the  system.  If  it  were 
that  easy  we  would  have  done  it  by  now. 

All  of  the  parts  are  interrelated.  Maybe  not  as  intricately  as  the 
President  would  like,  but  clearly  it  is  not  something  you  can  do  by 
just  adjusting  some  insurance  laws,  tinkering  with  electronic  data 
interchange,  glibly  saying  that  we  will  pass  malpractice  reform, 
and  saying  we  will  be  done  with  it.  There  is  more  to  it  than  that 
and  it  will  involve  some  kind  of  regulation  of  the  marketplace.  That 
is  what  the  Managed  Competition  Act  is  about,  trying  to  recon- 
struct markets  so  that  they  work. 

But  I  would  also  point  out  this  whole  question  about  bureauc- 
racies being  involved  in  health  care  I  think  is  an  argument  that 
again  we  have  to  judge  by  degrees.  Mr.  Cooper  and  I  do  believe 
that  a  National  Health  Board  presided  over  by  seven  officials  ap- 
pointed by  the  President  and  advised  and  consented  to  by  the  Sen- 
ate with  virtually  unlimited  powers — and  from  what  I  can  tell  the 
only  criteria  for  being  on  the  National  Health  Board  is  that  you  can 
have  no  background  in  health  care — is  clearly  not  acceptable  to  the 
majority  of  Americani  people.  When  you  are  considering  about  a 
budget  that  would  be  three  times  the  collected  budgets  of  all  States 
in  the  United  States,  I  think  you  obviously  want  more  control. 

We  have  devised  a  system  that  tries  to  split  the  difference  be- 
tween what  Mr.  Gunderson  says  is  the  casualty  of  allowing  politics 
to  determine  the  benefits  and  the  pure  bureaucratic  decisionmak- 
ing form  of  the  National  Health  Board.  The  Health  Care  Standards 
Board  is  designed  principally  to  act  as  a  review  board.  A  group  of 
health  care  professionals  and  officials  that  would  decide  what  the 
benefit  policy  should  be  and  then  return  it  to  Congress  for  an  up 
or  down  vote  a  la  the  Base  Closings  Commission.  So  Congress 
would  be  involved  in  an  advisory  capacity,  but  not  intricately  in- 
volved in  the  politics  of  whether  to  enfranchise  chiropractors  over 
podiatrists. 

Mr.  Chairman,  I  can  tell  you  as  a  member  of  the  Health  Care 
Subcommittee  we  have  sat  for  weeks  listening  to  every  single  pro- 
vider in  the  United  States,  some  provider  groups  that  I  didn't  even 
know  existed,  come  before  us  and  tell  us  they  absolutely  positively 
had  to  be  included  in  the  national  health  care  bill.  Up  to  this  point 
the  only  two  benefits  we  have  absolutely  decided  to  excise  are  vet- 
erinary benefits  and  "life  after  death." 

So  this  political  process  is  destined  to  fail,  and  if  you  look  at  the 
history  of  Medicaid  you  will  know  why. 

Having  made  all  of  those  points,  I  hope  that  we  will  begin 
through  this  process  to  consider  how  these  bills  are  similar  and  the 
themes  that  unite  rather  than  the  issues  that  divide.  That  is  the 
sole  purpose  of  this  bipartisan  effort  that  includes  four  members  of 
this  committee.  Republicans  and  Democrats,  members  of  the  En- 
ergy and  Commerce  Committee,  members  of  the  Ways  and  Means 
Committee,  and  the  colleagues  who  are  before  you  today. 

So,  Mr.  Chairman,  again  thank  you  for  holding  these  hearings. 
I  will  be  glad  to  take  any  questions  with  my  colleagues,  but  I  hope 
the  discussion  will  shed  as  much  light  as  it  does  heat. 

Thank  you. 

Mr.  Scott.  Thank  you,  Mr.  Grandy. 

[The  prepared  statement  of  Mr.  Grandy  follows:] 
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Statement  of  Hon.  Fred  Grandy,  a  Representative  in  Congress  from  the 

State  of  Iowa 

Mr.  Chairman  and  members  of  the  committee,  I  appreciate  this  opportunity  to 
testify  on  one  of  the  most  important  policy  decisions  confronting  the  United  States 
Congress.  Specifically,  ensviring  affordable,  high  quality,  health  care  coverage  for  all 
Americans. 

Today,  I  am  here  to  provide  an  overview  of  health  care  legislation  I  am  proud  to 
have  sponsored  with  a  diverse  coalition  of  58  of  my  colleagues  including  Representa- 
tive Jim  Cooper  and  four  members  of  this  committee:  Karan  EngUsh,  Steve  Gunder- 
son,  Dan  MiUer,  and  Thomas  Petrie.  The  official  title  of  the  legislation  is  the  Man- 
aged Competition  Act  of  1993.  It  remains  the  only  comprehensive  bipartisan  health 
care  reform  proposal  introduced  in  the  House. 

As  you  are  by  now  aware,  the  Managed  Competition  Act  [MCA]  is  a  market-based 
approach  to  health  care  reform.  It  guarantees  universal  access  to  high-quality,  af- 
fordable health  care.  Like  the  President's  proposal,  the  Managed  Competition  Act 
bviilds  off^  of  what  works  in  the  current  system  and  reforms  the  chronic  problems 
that  have  plagued  our  system  for  too  long.  Most  importantly,  like  the  President's 
plan,  the  Managed  Competition  Act  ensures  every  American  access  to  a  private  sec- 
tor health  plan. 

I  would  like  to  address  upfront  a  criticism  that  has  been  leveled  against  the  MCA, 
that  we  do  not  provide  universal  coverage  under  our  proposal.  I  want  to  make  it 
clear  that  we  are  not  opposed  to  universal  coverage.  In  fact,  universal  coverage  is 
a  goal  that  is  shared  by  me  and  all  of  the  cosponsors.  I  believe  that  the  universal 
access  mechanism  in  the  Managed  Competition  Act  is  the  best  means  to  achieving 
universal  coverage.  These  are  not  mutually  exclusive  goals.  This  whole  discussion 
over  access  versus  coverage  is  really,  in  my  opinion,  an  issue  of  semantics.  It  is 
more  a  discussion  of  time-tables  and  how  do  we  get  to  universal  coverage.  The  MCA 
uses  a  different  mechanism  than  the  administration  to  achieve  universal  coverage, 
but  I  believe  we  share  the  same  underlying  goal.  I  am  here  to  offer  my  aid  in 
achieving  our  shared  goal  of  ensuring  that  sdl  Americans  are  covered  under  a  sys- 
tem of  health  care  that  provides  the  quality  of  care  Americans  want  and  deserve. 
Our  bill  uses  a  series  of  strong  tax  incentives  that  will  encourage  providers  and 
insurers  to  form  accountable  health  partnerships  [AHPs]  which,  for  the  first  time, 
will  be  publicly  accovmtable.  Accountable  not  only  for  the  cost  of  the  care  they  pro- 
vide but  also  for  the  quality  of  that  care.  This  will  enable  consumers  to  purchase 
health  care  coverage  in  a  much  more  cost  conscious  manner  than  they  do  today.  It 
will  also  provide  them  with  the  information  necessary  to  truly  determine  which  of 
the  plans  available  to  them  provides  the  highest  quality  of  care. 

To  help  facilitate  individuals'  and  small  businesses'  access  to  these  new  AHPs  and 
ensvu"e  affbrdability,  regional  purchasing  cooperatives  wiU  be  developed  to  give  indi- 
viduals and  small  businesses  the  benefits  of  greater  buying  power  currently  enjoyed 
by  larger  employers.  A  national  Health  Care  Standards  Commission  will  establish 
a  basic  benefits  package  which  AHPs  will  be  required  to  offer  in  order  to  receive 
tax-favored  status.  In  addition,  AHPs  will  be  required  to  comply  with  a  series  of  in- 
surance reforms  and  disclose  information  on  medical  outcomes,  cost-effectiveness 
and  consumer  satisfaction. 
Specific  components  of  the  Managed  Competition  Act  include: 

[1]  Insurance  reforms  that  will  encourage  insurers  and  providers  to  combine 
and  form  AHPs.  AHPs  will  not  be  allowed  to  exclude  coverage  of  preexisting 
conditions  and  will  not  be  allowed  to  chairge  higher  rates  based  on  an  individ- 
ual's medical  history; 

[2]  Access  provisions  which  will  ensure  individuals'  and  small  businesses'  af- 
fordable coverage  by  joining  Health  Plan  Purchasing  Cooperatives  [HPPCs]. 
HPPCs  will  offer  group  rates  with  lower  administrative  costs.  Once  a  ye£u*  indi- 
viduals wiU  be  able  to  choose  from  a  menu  of  AHPs  in  the  area  much  like  the 
current  Federal  Employees  Health  Benefits  Program; 

[3]  Provisions  to  change  the  incentives  in  the  system  from  "more  money  for 
more  services"  to  a  system:  in  which  health  plans  are  prepaid  io  they  will  have 
incentives  to  promote  preventive  care;  which  eliminates  unnecessary  tests  and 
ineffective  treatments;  and  which  reduces  administrative  costs.  Because  AHPs 
will  be  required  to  provide  information  on  health  outcomes  and  beneficiary  sat- 
isfaction, they  will  be  driven  to  improve  quality; 

[4]  A  Federal  low-income  assistance  program  will  pay  health  plan  premiums 
for  all  people  below  100  percent  of  the  poverty  level.  Individuals  between  100 
percent  and  200  percent  of  poverty  level  will  receive  sUding-scale  subsidies  to- 
ward the  purchase  of  a  health  plan; 
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[5]  Tax  reforms  which  allow  employers  to  deduct  the  cost  of  the  most  efficient 
health  plans,  but  not  the  cost  of  excessive  benefits  or  wasteful  spending.  In  ad- 
dition, individuals  and  the  self-employed  will  for  the  first  time  enjoy  100  per- 
cent deductibility  of  their  health  plan  premiums; 

[6]  A  series  of  provisions  and  additional  resources  to  assist  underserved  areas 
in  recruiting  and  retaining  providers,  the  development  of  provider  networks,  in- 
tegration of  public  health  clinics  and  coordination  with  urban  medical  centers; 
and 

[7]  Savings  mechanisms  such  as  enhanced  competition  among  health  plans, 
anti-trust  reforms,  significant  malpractice  reforms,  administrative  simpUfication 
and  electronic  claims  processing. 
Mr.  Chairman,  this  committee  has  heard  various  approaches  to  expanding  access 
and  ensuring  affordable  health  care  coverage  for  all  Americans.  These  range  from 
proposals  tiiat  would  eliminate  the  current  system  and  replace  it  with  a  Canadian- 
styfe  system,  to  proposals  that  would  eliminate  the  current  tax  deduction  provided 
businesses  for  their  nealth  care  expenses  and  replace  it  with  an  individual  tax  cred- 
it. Qur  proposal  clearlv  comes  in  well  to  the  right  of  the  single-payer  approach  and 
left  of  the  medical  IRA  approach.  On  a  spectrum  with  these  two  approaches  as  the 
respective  left  and  right  ends,  our  proposal  comes  in  on  the  fifty  yard  line,  building 
upon  the  very  best  aspects  of  our  current  system  and  providing  the  flexibility  nec- 
essary to  address  the  aeficiencies  within  the  system. 

As  important  as  the  specific  poUcies  included  in  any  legislative  framework  are  the 
politics  involved  in  building  a  coalition  to  pass  health  care  reform.  In  that  regard 
I  submit  that  the  Managed  Competition  Act  provides  the  foundation  for  bipartisan 
reform  because  it  represents  a  true  bipartisan  approach  to  reform.  Unlike  the  sin- 
gle-payer approach,  the  administration  s  proposal,  the  House  GK)P  proposal,  and  the 
meoical  IRA  approach,  H.R.  3222  remains  the  only  bipartisan  approach. 

We  do  not  claim  to  have  developed  the  final  product  of  this  debate;  only  the  legis- 
lative process  itself  can  accomplish  that.  We  do  however  have  the  only  proposal  tnat 
has  shown  a  good  faith  effort  to  put  aside  partisan  positioning  and  work  together 
across  the  aisle  and  on  both  sides  of  the  Hill,  and  as  such,  I  beUeve  the  Managed 
Competition  Act  represents  the  best  starting  point  for  the  upcoming  debate.  This 
sentiment  has  been  echoed  by  the  Governors  and  a  broad  cross  section  of  the  busi- 
ness community. 

Thank  you  once  again  for  holding  these  hearings  and  providing  me  with  this  op- 
portunity. I  would  be  happy  to  answer  any  questions  at  this  time. 

Mr.  Scott.  The  next  on  the  Ust  is  Representative  Long. 

STATEMENT  OF  HON.  JILL  L.  LONG,  A  REPRESENTATIVE  IN 
CONGRESS  FROM  THE  STATE  OF  INDIANA 

Ms.  Long.  Thank  you,  Mr.  Chairman.  And  I  would  ask  that  my 
complete  testimony  be  submitted  for  the  record  and  then  I  will  sim- 
ply summarize,  since  we  have  a  fairly  large  panel. 

Mr.  Scott.  All  of  the  statements  will  be  made  a  part  of  the 
record. 

Ms.  Long.  Thank  you. 

Let  me  begin  by  sharing  with  you  that  I  am  a  cosponsor  of  both 
this  piece  of  legislation  as  well  as  the  President's  legislation,  and 
I  believe  that  they  are  very  similar,  and  I  think  that  each  has  its 
strengths  and  each  has  its  weaknesses,  and  I  think  it  is  very  im- 
portant that  we  try  to  identify  where  we  agree  as  a  body  rather 
than  where  we  disagree. 

And  I  also  believe  that  health  care  reform  and  health  insurance 
reform  are  needed,  and  we  are  only  going  to  accomplish  that  if  we 
work  in  a  bipartisan  way,  and  that  is  why  we  have  to  look  for  the 
common  ground  in  the  different  approaches  to  health  care  reform. 

I  believe  that  the  Cooper-Grandy  bill  is  a  very  sound  piece  of  leg- 
islation and  a  point  from  which  we  can  begin  to  build.  I  don't  be- 
lieve it  is  a  perfect  piece  of  legislation,  even  though  I  have  been  in- 
volved in  developing  this  plan,  but  I  think  that  in  terms  of  the 
principles  upon  which  it  is  based,  the  principles  of  managed  com- 
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petition,  the  approach,  the  general  approach  where  we  put  as  much 
in  the  market  and  minimize  to  the  extent  possible  government  reg- 
ulation and  involvement,  I  think  it  is  very  much  on  track. 

Let  me  also  state  that  I  am  very  supportive  of  working  toward 
achieving  universal  coverage  and  ensuring  a  comprehensive  bene- 
fits package  that  provides  equitable  coverage  for  women's  health 
and  also  for  mental  health  for  all  Americans,  and  I  think  the  dif- 
ference in  how  it  is  approached  in  Cooper-Grandy  is  how  we 
achieve  these  goals,  and  that  is  where  I  may  differ  with  some  of 
my  colleagues.  It  is  how  we  achieve  these  goals  versus  whether  we 
achieve  these  goals. 

I  am  chair  of  the  Congressional  Rural  Caucus,  so,  obviously,  I 
have  concerns  about  provisions  affecting  health  care  in  rural  areas. 
And  some  of  my  particular  concerns  are  that  I  think  rural  provid- 
ers may  need  some  additional  assistance  in  adapting  to  a  new  sys- 
tem. 

I  think  that  new  requirements  for  information  reporting  or  qual- 
ity of  care  must  take  into  account  the  resources  that  are  available 
or  not  available  currently  in  rural  communities,  and  I  certainly 
urge  this  committee  to  give  reform  provisions  that  impact  rural 
areas  the  attention  that  they  need  ana  deserve. 

I  think  that  the  major  strengths  of  the  Cooper-Grandy  bill  are 
in  the  area  of  malpractice  reforms,  the  limits  on  noneconomic  dam- 
ages. I  also  think  that  the  structure  and  role  of  the  Health  Plan 
Purchasing  Cooperatives  where  they  are  consumer-run  organiza- 
tions with  minimum  government — with  a  minimal  government 
role,  I  think  that  is  the  approach  that  we  ought  to  be  using. 

I  think  the  absence  of  premium  controls  and  the  absence  of  a 
global  budget,  those  artificial  controls  would  run  counter  to  the  in- 
centives that  would  be  created  to  keep  costs  low  and  quality  high. 

I  also  believe  very  strongly  that  an  independent  body  determin- 
ing what  the  basic  benefits  package  is  will  lead  to  a  more  equitable 
basic  benefits  package,  because  we  are  going  to  be  taking  the  poli- 
tics, or  at  least  to  the  greatest  extent  possible  removing  politics 
from  those  decisions,  and  those  decisions  should  be  based  on  sound 
actuarial  tables  as  well  as  equitable  treatment  of  both  men  and 
women  in  rural  and  underserved  areas  in  the  country.  I  think  that 
can  be  done  much  better  by  an  independent  body  than  by  the  Unit- 
ed States  Congress. 

In  summarizing,  let  me  say  that,  again,  I  don't  think  that  any 
plan  that  has  been  introduced  is  perfect  and  we  shouldn't  expect 
that.  I  don't  think  that  any  plan  that  ultimately  gets  passed  and 
signed  into  law  will  be  perfect.  But,  if  we  can  identify  those  areas 
where  we  have  common  agreement  and  begin  building  reform,  then 
I  think  we  will  have  a  good  package  that  is  good  for  the  American 
public. 

Mr.  Scott.  Thank  you,  Ms.  Long. 

[The  prepared  statement  of  Ms.  Long  follows:] 

Statement  of  Hon.  Jill  L.  Long,  a  Representative  in  Congress  from  the 

State  of  Indlvna 

Mr.  Chairman,  members  of  the  committee,  I  am  pleased  to  have  the  opportunity 
to  testify  today  in  support  of  H.R.  3222.  As  some  of  you  may  know,  I  have  been  sup- 
portive of  the  Cooper  oil!  for  over  two  years  and  have  had  the  pleasure  of  working 
with  members  of  the  Conservative  Democratic  Forum  in  crafting  legislation  that  I 
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believe  is  both  thoughtful  and  realistic.  I  must  also  commend  President  Clinton  for 
his  efforts  to  address  health  care  reform,  because  without  his  initiative,  we  might 
not  be  here  today. 

As  a  cosponsor  of  both  the  Cooper  and  the  Clinton  health  care  reform  bills,  I  may 
provide  a  unique  perspective  to  tnis  hearing.  Some  do  not  understand  why  I  would 
support  both  of  these  bills  because  they  have  been  portrayed  as  diametrically  op- 

Eosed  in  the  media — if  you  support  one,  you  cannot  support  the  other.  In  fact,  these 
ills  are  very  similar  in  the  ways  that  they  would  restructure  health  care  in  our 
country.  I  believe  it  is  time  that  the  debate  on  health  care  reform  turns  towards 
areas  of  consensus  so  that  we  can  move  forward. 

As  I  know  my  colleagues  are  aware,  the  Cooper  and  Clinton  bills  have  several 
similarities.  Provisions  such  as  promoting  competition  among  health  plans,  estab- 
lishing regional  purchasing  groups  for  individuals  and  small  businesses,  establish- 
ing a  standeird  benefits  package,  enabling  individuals,  and  not  employers,  to  select 
their  health  plan,  requiring  the  reporting  of  health  outcomes  by  providers  and 
plans,  and  eliminating  preexisting  condition  exclusions  are  common  to  both  bills. 

I  am  particularly  supportive  of  both  bills'  provisions  to  improve  the  efficiency  of 
the  hearth  care  market  by  creating  the  right  incentives.  We  have  seen  the  power 
of  the  current  incentives  in  our  system — ^being  paid  based  on  the  number  of  services 
provided,  denying  coverage  to  those  who  need  coverage  most,  and  no  accountability 
for  quality  of  care.  Changing  these  incentives  by  enaijling  health  plans  to  compete 
on  the  basis  of  cost  and  quality  would  result  in  keeping  costs  low  and  quality  high. 

As  a  member  from  a  largely  rural  area  and  Chair  of  the  Congressional  Rural  Cau- 
cus, I  have  a  particular  concern  that  the  provisions  in  each  of  these  bills,  and  oth- 
ers, addressing  health  care  in  rural  areas  will  be  overshadowed  by  larger  issues  of 
reform  and  not  receive  the  attention  that  they  need  and  deserve.  These  provisions 
are  extremely  important  to  the  numerous  communities  across  our  Nation  that  have 
experienced  the  closure  of  their  only  hospital  or  the  loss  of  their  town  doctor. 

Reform  legislation  must  take  into  consideration  the  fact  that  providers  in  rural 
areas  will  need  additional  assistance  in  adapting  to  a  new  system.  In  addition,  any 
new  requirements  for  information  reporting  or  quality  of  care  must  take  into  ac- 
count the  resovu-ces  available  in  rural  areas.  As  anyone  who  has  talked  to  a  rural 
doctor  recently  wiU  tell  you,  they  are  very  concerned  that  reform  will  lead  to  more 
regulations  and  may  not  make  it  financially  feasible  for  them  to  stay  in  business. 
I  intend  to  keep  these  concerns  in  mind  as  reform  legislation  moves  through  the 
Congress,  as  I  hope  the  members  of  this  committee  will. 

There  is  certainly  the  potential  to  greatly  improve  access  to  quality  ceire  in  rural 
areas,  particularly  through  the  implementation  of  new  tecnnologies,  such  as 
telemedicine,  and  creating  networks  oi  providers.  I  believe  the  Cooper  till  is  particu- 
larly thoughtful  in  many  of  these  areas.  I  urge  the  committee  to  give  thoughtful  con- 
sideration to  these  provisions. 

It  is  my  position  that  no  health  care  reform  bill  introduced  in  Congress  is  per- 
fect— they  each  have  their  strengths  and  weaknesses.  I  also  believe  it  is  unfair  to 
look  at  the  faults  of  a  proposal  and  dismiss  it  without  looking  at  its  strengths.  Ad- 
mittedly, the  major  weakness  of  the  Cooper  bill  is  its  lack  of  universal  coverage. 
While  agree  with  Congressman  Cooper's  assessment  of  how  universal  may  be 
achieved,  I  also  strongly  support  universal  coverage  as  a  primary  objective  oi  any 
health  care  reform  bill  voted  on  by  Congress.  The  most  vulnerable  in  our  society, 
particularly  women  and  children,  are  the  ones  who  £ire  most  likely  to  be  left  behind 
if  universal  coverage  is  not  achieved. 

But,  to  discount  the  Cooper  biU  because  it  does  not  include  universal  coverage  is 
to  overlook  its  major  strengths.  In  particular,  I  believe  these  strengths  to  be  the  or- 
ganization and  role  of  Health  Plan  Purchasing  Cooperatives,  the  lack  of  premium 
controls  and  a  global  budget,  and  allowing  an  independent  board  to  define  the 
standard  benefits  package. 

As  we  all  know,  the  concept  of  a  purchasing  cooperative  is  not  new,  it  is  just  new 
to  the  health  care  industry.  The  HPPCs  outhned  in  the  Cooper  bill  would  increase 
the  purchasing  power  and  decrease  the  administrative  burdens  for  individuals  and 
small  businesses.  Such  a  consumer-run  organization  would  have  the  best  interest 
of  consumers  in  mind.  Before  President  Clinton's  bill  was  introduced,  I  talked  to 
many  constituents  about  the  idea  of  Health  Plan  Purchasing  Cooperatives  and  they 
were  quite  supportive  of  the  idea.  Unfortunately,  the  larger,  government-run  and 
regulatory  version  of  these  structures  in  President  Clinton's  biU  have  clouded  the 
Cooper  version  of  HPPCs. 

I  am  also  strongly  opposed  to  the  use  of  a  global  budget  and  premium  controls 
to  control  costs  in  tne  nealth  care  system.  The  incentives  that  are  created  through 
changes  to  the  health  care  system  to  keep  costs  low  and  quality  high  are  lost  when 
a  cap  on  costs  is  enforced.  'This  provision  also  adds  enormously  to  the  control  and 
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oversight  of  health  care  by  the  government.  I  believe  a  reformed  health  care  system, 
with  the  right  incentives  and  no  artificial  constraints,  would  have  the  most  potential 
to  reduce  waste  and  inefficiency. 

I  am  also  supportive  of  the  provisions  to  allow  an  independent  board  to  determine 
the  benefits  provided  in  a  standard  benefits  package.  I  believe  that  these  are  deci- 
sions that  shoxxld  be  made  by  the  medical  and  health  care  community.  Allowing 
Members  of  Congress  to  determine  the  benefits  that  shovild  be  provided  for  all 
Americans  is  a  written  invitation  for  politicizing  the  decisions.  We  have  all  heard 
from  numerous  constituents  about  the  need  to  include  or  exclude  the  coverage  of  a 
service  in  the  benefits  package.  But,  I  do  not  beUeve  that  such  decisions  should  be 
based  on  the  grassroots  level  of  support  that  the  service  can  gamer.  I  also  do  not 
believe  that  this  is  leaving  the  benefits  package  to  chance,  but  actually  leaving  such 
determinations  to  more  qualified  medical  and  health  care  professionals  that  would 
base  their  decisions  on  efficacy  and  appropriateness.  Even  CBO,  in  its  assessment 
of  the  Cooper  bill  last  Congress,  estimated  the  benefits  package  to  be  at  least  as 
generous  as  the  current  benefits  package  in  the  CUnton  bill. 

As  we  all  know,  no  bill  as  it  was  introduced  will  be  what  is  considered  by  the 
full  House  of  Representatives.  However,  I  strongly  support  using  the  Cooper  bill  as 
a  starting  point  for  a  compromise  in  the  debate  on  health  care  reform  for  the  rea- 
sons I  have  stated. 

Mr.  Scott.  Next  on  the  list,  Earl  Hutto.  Mr.  Hutto? 

STATEMENT  OF  HON.  EARL  HUTTO,  A  REPRESENTATIVE  IN 
CONGRESS  FROM  THE  STATE  OF  FLORIDA 

Mr.  Hutto.  Thank  you,  Mr.  Chairman. 

I  am  advised  that  Mr.  Cooper  had  to  go  next  door  to  testify  be- 
fore another  committee,  but  I  think  he  will  be  returning  shortly. 

Mr.  Scott.  Thank  you. 

Mr.  Hutto.  Mr.  Chairman,  and  members  of  the  committee,  I 
thank  you  all  for  the  opportunity  to  allow  us  to  testify  here  today, 
and  though  I  do  not  have  the  expertise  on  health  care  that  perhaps 
many  of  your  witnesses  will  have,  I  would  like  to  comment  on  a 
couple  of  issues  I  believe  to  be  critical  to  the  debate. 

Reform  efforts  center  around  trying  to  achieve  what  are  two  com- 
peting, if  not  mutually  exclusive  goals,  providing  everyone  with 
he^tn  care  insurance  while  reducing  cost.  Because  these  goals  are 
inconsistent,  we  are  faced  with  a  choice.  Do  we  provide  universal 
coverage  or  universal  access? 

The  complexity  of  our  health  care  system  and  lack  of  consensus 
on  this  issue  make  this  choice  extremely  difficult.  Fortunately,  our 
decision  has  been  made  easier  by  Jim  Cooper,  Fred  Grandy,  and 
others  and  their  work  on  the  Managed  Competition  Act. 

The  Managed  Competition  Act  represents  not  only  the  middle 
ground  of  reiorm  philosophies  but  also  a  workable  compromise  be- 
tween greater  access  and  cost  reduction.  I  know  that  President 
Clinton  has  committed  his  support  for  universal  coverage,  and  I 
share  this  goal.  Although  I  agree  that  we  must  be  resolute  in  our 
action,  we  must  also  be  rational. 

I  believe  it  only  makes  sense  that  we  first  provide  universal  ac- 
cess and  work  toward  universal  coverage  as  reflected  in  the  Man- 
aged Competition  Act.  In  arguing  for  universal  coverage,  many  peo- 
ple assert  that  the  best  method  is  to  force  employers  to  pay  for  it. 
I  strongly  disagree. 

A  mandate  will  have  a  serious  impact  on  small  businesses,  em- 
ployees and  on  the  economy.  About  88  percent  of  all  businesses  in 
my  district  have  fewer  than  20  employees,  and  in  Florida  only  5 
percent  of  businesses  have  more  than  50  employees.  Because  of 
tourism,  many  of  these  firms  use  part-time  workers  and  operate  on 
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thin  profit  margins.  This  is  an  important  point  because  of  what  a 
mandate  will  do  to  those  profits  and  those  workers. 

When  a  business  loses  money,  its  first  course  of  action  is  to  cut 
cost.  That  means  jobs.  A  mandate  will  quickly  consume  the  profits 
of  smaller  firms,  and,  in  Florida,  I  believe  a  mandate  will  be  self- 
defeating.  The  smallest  businesses  will  close  and  others  will  elimi- 
nate jobs.  A  worker  cannot  receive  health  insurance  from  a  boss 
who  is  out  of  business. 

Ultimatelv  the  economy,  which  is  largely  measured  by  the  suc- 
cess of  small  businesses,  will  suffer.  To  offset  the  burden,  I  realize 
that  mandate  advocates  also  support  creating  a  new  entitlement 
program.  In  the  dark  shadow  of  existing  entitlements,  I  must  ques- 
tion the  wisdom  of  such  a  plan. 

For  all  practical  purposes,  entitlements  are  untouchable.  As  a  re- 
sult, over  60  percent  of  our  budget  pays  for  mandatory  programs, 
and  90  percent  of  the  growth  in  government  spending  over  the  next 
5  years  will  be  attributed  to  entitlement  costs. 

The  question  used  to  be  when  are  we  going  to  cut  spending?  If 
we  keep  creating  new  entitlements,  the  question  will  be  where  are 
we  going  to  cut  spending? 

A  subsidy  is  not  going  to  help  the  worker  in  smaller  firms.  A  sub- 
sidy is  not  going  to  of^et  the  cost  of  mandated  insurance  for  the 
business  that  presently  cannot  afford  it.  In  the  end,  the  govern- 
ment is  going  to  pick  up  the  tab,  just  adding  to  the  cost  of  entitle- 
ments. Therefore  I  believe  it  makes  more  sense  to  first  give  small 
businesses  the  option  of  providing  affordable  insurance  or  at  least 
offering  it  to  their  employees. 

The  Managed  Competition  Act  will  expand  access  and  reduce 
cost  without  injury  to  the  economy.  In  fact,  by  exercising  market 
strength  bigger  employers  have  already  been  successful  at  reducing 
their  medical  expenses.  With  fundamental  reforms  in  insurance, 
the  Managed  Competition  Act  will  extend  that  same  market  power 
to  smaller  businesses. 

The  American  health  care  system  is  not  only  structurally  but 
also  politically  complex.  Certainly,  I  do  not  envy  your  task  of  re- 
porting legislation  that  will  change  the  way  Americans  receive 
health  care.  However,  I  urge  you  to  be  realistic  in  your  charge. 

As  I  said  earlier,  I  am  by  no  means  an  expert  on  health  care,  but 
I  believe  that  the  net  effect  of  an  employer  mandate  will  be  nega- 
tive. Moreover,  a  new  entitlement  is  the  last  thing  our  Nation 
needs. 

The  bipartisan  Managed  Competition  Act  recognizes  the  incon- 
sistency in  our  health  care  goals.  We  should  not  overestimate  our 
ability  to  pay  for  reform  or  our  society's  willingness  to  accept  re- 
form. So,  I  urge  the  committee  to  judge  the  Managed  Competition 
Act  based  on  its  ability  to  meet  our  goals  through  logical  and  fis- 
cally sound  means.  It  would  not  build  up  the  bureaucracy  and  it 
would  cost  much,  much  less. 

So  I  appreciate  the  opportunity,  Mr.  Chairman,  and  members  of 
the  committee,  to  be  with  you,  and  I  hope  that  you  will  give  favor- 
able consideration  to  this  Managed  Competition  Act. 

Thank  you. 

Mr.  Scott.  Thank  you,  Mr.  Hutto. 

[The  prepared  statement  of  Mr.  Hutto  follows:] 
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Statement  of  Hon.  Earl  Hutto,  a  Representative  in  Congress  from  the  State 

OF  Florida 

Mr.  Chairman,  members  of  the  committee,  thank  you  for  providing  me  the  oppor- 
tunity to  be  here  today.  Though  I  do  not  have  the  expertise  in  health  care  as  many 
of  your  other  witnesses,  I  would  like  to  comment  on  a  couple  of  issues  I  believe  to 
be  critical  to  the  debate. 

Reform  efforts  center  around  trying  to  achieve  what  are  two  competing,  if  not  mu- 
tually exclusive  goals — providing  everyone  with  health  care  insurance  while  reduc- 
ing costs.  Because  these  goals  are  inconsistent,  we  are  faced  with  a  choice;  do  we 
provide  universal  coverage  or  universal  access?  The  complexity  of  our  health  care 
system  and  lack  of  consensus  on  this  issue  make  this  choice  extremely  difficult.  For- 
tunately, our  decision  has  been  made  easier  by  Jim  Cooper,  Fred  Grandy  and  oth- 
ers, and  their  work  on  the  Managed  Competition  Act. 

The  Managed  Competition  Act  represents  not  only  the  middle  ground  of  reform 
philosophies,  but  also  a  workable  compromise  between  greater  access  and  cost  re- 
duction. I  know  that  President  Clinton  has  committed  his  support  for  universal  cov- 
erage, and  I  share  his  goal.  Although  I  agree  that  we  must  be  resolute  in  our  action, 
we  must  also  be  rational.  I  believe  it  only  makes  sense  that  we  first  provide  univer- 
sal access  and  work  toward  universal  coverage  as  reflected  in  the  Managed  Com- 
petition Act. 

In  arguing  for  universal  coverage,  many  people  assert  that  the  best  method  is  to 
force  employers  to  pay  for  it.  I  strongly  disagree.  A  mandate  will  have  a  serious  im- 
pact on  small  businesses,  employees,  and  on  the  economy.  About  88  percent  of  all 
businesses  in  my  district  have  fewer  than  20  employees.  And  in  Florida,  only  5  per- 
cent of  businesses  have  more  than  50  employees.  Because  of  tourism,  many  of  these 
firms  use  part-time  workers  and  operate  on  thin  profit  margins.  This  is  an  impor- 
tant point  because  of  what  a  mandate  will  do  to  those  profits  and  those  workers. 

When  a  business  loses  money,  its  first  course  of  action  is  to  cut  costs — that  means 
jobs.  A  mandate  will  quickly  consume  the  profits  of  smaller  firms,  and  in  Florida, 
I  believe  a  mandate  will  be  self-defeating.  The  smallest  businesses  will  close  and 
others  will  eliminate  jobs.  A  worker  cannot  receive  health  insurance  from  a  boss 
who  is  out  of  business.  Ultimately,  the  economy  which  is  largely  measured  by  the 
success  of  small  businesses  will  suffer. 

To  offset  the  burden,  I  realize  that  mandate  advocates  also  support  creating  a  new 
entitlement  program.  In  the  dark  shadow  of  existing  entitlements,  I  must  question 
the  wisdom  of  such  a  plan. 

For  all  practical  purposes,  entitlements  are  untouchable.  As  a  result,  over  60  per- 
cent of  our  budget  pays  for  mandatory  programs  and  90  percent  of  the  growth  in 
government  spending  over  the  next  five  years  will  be  attributed  to  entitlement  costs. 
The  question  used  to  be,  "when  are  we  going  to  cut  spending?"  If  we  keep  creating 
new  entitlements,  the  question  will  be,  "where  are  we  going  to  cut  spending?" 

A  subsidy  is  not  going  to  help  the  worker  in  smaller  firms.  A  subsidy  is  not  going 
to  offset  the  cost  of  mandated  insurance  for  the  business  that  presently  cannot  af- 
ford it.  In  the  end,  the  government  is  going  to  pick  up  the  tab  just  adding  to  the 
cost  of  entitlements.  Therefore,  I  believe  it  makes  more  sense  to  first  give  small 
businesses  the  option  of  providing  affordable  insxxrance,  or  at  least  offering  it  to 
their  employees. 

The  Managed  Competition  Act  wall  expand  access  and  reduce  costs,  without  injxiry 
to  the  economy.  In  fact,  by  exercising  market  strength,  bigger  employers  have  al- 
ready been  successful  at  reducing  their  medical  expenses.  With  fundamental  re- 
forms in  insurance,  the  Managed  Competition  Act  will  extend  that  same  market 
power  to  smaller  businesses. 

The  American  health  care  system  is  not  only  struct\irally,  but  also  politically  com- 
plex. Certainly,  I  do  not  envy  your  task  of  reporting  legislation  that  will  change  the 
way  Americans  receive  heedth  care.  However,  I  urge  you  to  be  realistic  in  your 
charge. 

As  1  said  earUer,  I  am  by  no  means  an  expert  on  health  care,  but  I  believe  that 
the  net  effect  of  an  employer  mandate  will  be  negative.  Moreover,  a  new  entitlement 
is  the  last  thing  our  Nation  needs.  The  bipartisan  Managed  Competition  Act  recog- 
nizes the  inconsistency  in  ovu-  health  care  goals.  We  should  not  overestimate  our 
ability  to  pay  for  reform  or  our  societj^s  willingness  to  accept  reform.  I  urge  the  com- 
mittee to  judge  the  Managed  Competition  Act  based  on  its  ability  to  meet  our  goals 
through  logical  and  fiscally  sound  means.  Thank  you. 

Mr.  ScoTT.  Mr.  Peterson? 
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STATEMENT  OF  HON.  DOUGLAS  "PETE^  PETERSON,  A  REP- 
RESENTATIVE IN  CONGRESS  FROM  THE  STATE  OF  FLORIDA 

Mr.  Peterson.  Thank  you,  Mr.  Chairman,  and  members  of  the 
committee,  for  allowing  me  to  testify  before  the  committee  this 
morning  on  this  very,  very  important  issue.  I  commend  you  for 
holding  these  hearings. 

I  support  the  managed  competition  framework  as  contained  in 
H.R.  3222  as  the  logical  method  to  pursue  meaningful  health  care 
reform  for  three  reasons:  It  represents  real  reform  without  endan- 
gering our  current  system,  it  is  economically  feasible,  and  it  can  be 
passed  with  bipartisan  support  in  this  Congress. 

Make  no  mistake,  the  political  realitv  that  we  as  legislators  face 
as  we  attempt  to  craft  comprehensive  health  care  reform  is  that  it 
must  be  economically  sound,  logically  funded,  publicly  excepted, 
and  perhaps  most  importantly,  it  must  be  bipartisan. 

Clearly,  each  of  us  has  .our  own  opinion  about  how  best  to  pro- 
vide health  care  coverage  to  the  37  million  Americans  currently 
lacking  health  insurance  and  to  bring  under  control  the  sky-rocket- 
ing cost  of  health  care  in  this  country,  which  will  total  about  $1 
trillion  this  year.  However,  the  only  opinion  that  will  count  in  the 
end  is  the  one  that  can  count  218  votes  on  the  floor  of  the  House 
of  Representatives. 

Mr.  Chairman,  health  care  reform  is  the  singlemost  important 
domestic  issue  confronted  by  Congress  in  over  five  decades.  We 
must  not  allow  ourselves,  both  Democrats  and  Republicans,  to  be 
torn  apart  by  pure  rhetoric  in  the  process  of  the  debate.  My  fear 
is  that  we  are  perilously  close  to  allowing  differences  among  us  to 
distract  us  from  the  common  goals  that  we  all  share,  thereby  kill- 
ing any  chance  of  passing  a  meaningful  bill. 

Because  it  has  generated  widespread  support.  Congressman  Coo- 
per's legislation  has  become  a  target  of  every  other  side  of  the 
health  care  debate.  But,  if  you  remember  anything  I  say  here 
today,  remember  this.  We  are  all  on  the  same  side.  The  sooner  we 
start  to  work  together  to  build  bridges  for  a  final  agreement,  the 
sooner  we  can  get  down  to  the  business  of  providing  America  with 
comprehensive  health  care  reform. 

And,  to  work  together,  we  must  first  accept  the  fact  that  America 
is  not  ready  for  a  major  Federal  takeover  of  our  health  care  system. 
Any  bill  that  is  brought  to  the  floor  that  is  perceived  as  such,  cor- 
rectly or  incorrectly,  will  be  overwhelmingly  defeated. 

President  Clinton  has  provided  us  with  a  starting  point  for  the 
debate  on  this  complex  issue.  Meanwhile,  the  Managed  Competi- 
tion Act  has  gained  widespread  support.  I  fully  realize  that  H.R. 
3222  is  not  a  perfect  bill.  I  also  realize  that  if  we  are  to  pass  health 
care  reform  this  year  it  will  not  be  precisely  like  any  of  the  bills 
that  are  before  us  today. 

Instead  the  bill  that  gains  the  necessary  218  votes  on  the  floor 
will  contain  bits  and  pieces  of  each  of  the  various  proposals  built 
upon  a  tenuous  mix  of  policy  issues,  economic  assumptions,  aca- 
demic theory,  real-life  experiences,  political  concerns,  and  the  most 
critical  of  the  entire  process,  public  support. 

Clearly,  the  long  process  of  crafting  such  a  bill  should  start  with 
the  only  proposal  that  has  gained  acceptance  from  both  sides  of  the 
aisle,  the  Managed  Competition  Act. 
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Mr.  Chairman,  in  conclusion,  I  asked  to  testify  before  the  com- 
mittee today  because  I  am  committed  to  passing  meaningful  health 
care  reform  legislation  this  year.  I  strongly  believe  that  the  Man- 
aged Competition  Act,  while  not  a  panacea,  is  the  most  sensible  ap- 
proach for  embarking  on  the  first  step  in  the  evolution  of  American 
health  care  system  reform.  It  contains  major  reform  at  the  outset 
and  provides  the  Nation  with  a  framework  that  will  allow  addi- 
tional building  blocks  of  reform  to  be  added  as  national 
consensuses  are  developed  and  needs  established. 

Thank  you. 

Mr.  Scott.  Thank  you,  Mr.  Peterson. 

[The  prepared  statement  of  Mr.  Peterson  follows:] 

Statement  of  Hon.  Douglas  'Tete"  Peterson,  a  Representative  in  Congress 

FROM  the  State  of  Florida 

Thank  you,  Mr.  Chairman,  for  allowing  me  to  testify  before  the  committee  this 
morning  about  this  momentous  issue.  As  many  of  you  know,  I  have  made  health 
care  reform  a  priority  item  on  my  agenda,  and  I  have  been  actively  involved  with 
Congressman  Cooper's  proposal  for  more  than  two  years. 

I  support  the  managed  competition  fraimework.  as  contained  in  H.R.  3222,  as  the 
logical  method  to  pursue  meaningful  health  care  reform  for  three  reasons:  [1]  it  rep- 
resents real  reform  without  endangering  our  current  system,  [2]  it  is  economically 
feasible,  and  [3]  it  can  be  passed  with  bipartisan  support  by  Congress.  Make  no  mis- 
take, the  political  reality  that  we  as  legislators  face  as  we  attempt  to  craft  a  com- 
prehensive health  care  reform  bill  is  that  it  must  be  economically  sound,  logically 
runded,  publicly  accepted,  and,  perhaps  most  importantly,  it  must  be  bipartisan. 

Clearly,  each  of  us  has  our  own  opinion  about  how  best  to  provide  health  care 
coverage  to  the  37  million  Americans  currently  lacking  health  insvirance,  and  to 
bring  under  control  the  skyrocketing  costs  of  health  care  in  this  country,  which  will 
total  about  $1  trillion  this  year.  However,  the  only  opinion  that  will  count  in  the 
end  is  the  one  that  can  get  218  votes  on  the  floor  of  the  House  of  Representatives. 

Mr.  Chairman,  I  want  to  be  very  frank  with  the  committee.  Health  care  reform 
is  the  single  most  important  domestic  issue  confronted  by  Congress  in  over  five  dec- 
ades. We  must  not  allow  ourselves,  both  Democrats  and  Repubhcans,  to  be  torn 
apart  by  pure  rhetoric  in  the  process  of  the  debate.  I  fear  that  we  are  perilously 
Close  to  aUowing  the  differences  among  us  to  detract  from  the  many  common  goals 
that  we  ail  share,  thereby  kiUing  any  chance  of  passing  meaningful  reform  this 
year,  and  Ukely,  for  years  to  come. 

Because  it  has  generated  widespread  support,  Congressm.an  Cooper's  legislation, 
H.R.  3222,  has  become  a  target  oi  every  other  side  of  the  health  care  debate,  from 
the  advocates  of  the  single-payer  plan,  to  supporters  of  the  President's  plan,  to  co- 
sponsors  of  the  Republican  plan.  If  you  remember  anything  I  say  here  today,  re- 
member this:  we  are  all  on  the  same  side.  The  sooner  we  can  start  to  work  together 
to  build  bridges  for  a  final  agreement,  the  sooner  we  can  get  down  to  the  business 
of  providing  comprehensive  health  care  benefits,  that  can  never  be  taken  away,  to 
every  American. 

And  to  work  together,  we  must  first  accept  the  fact  that  America  is  not  ready  for 
a  major  Federal  takeover  of  our  health  care  system.  Any  bill  that  is  brought  to  the 
floor  that  is  perceived  as  surh,  correctly  or  incorrectly,  will  be  overwhelmingly  de- 
feated. Although  the  American  pubUc  has  high  expectations  for  Congress  to  meet 
in  addressing  this  issue,  we  must  not  lose  sight  of  the  fact  that  our  approach  to  re- 
form must  be  evolutionary,  not  revolutionary.  We  must  make  only  those  changes 
that  are  necessary  to  improve  the  system  as  a  whole,  and  leave  intact  the  parts  that 
make  the  American  health  care  system  the  finest  in  the  world. 

With  this  in  mind,  which  of  the  current  proposals  is  the  most  likely  to  gain  the 
pubUc  support  necessary  to  pass  a  meaningfijl  health  care  reform  bill  in  Congress? 

President  Clinton  has  provided  us  with  a  starting  point  for  the  debate  on  this 
complex  issue,  but,  as  you  have  heard  today  from  my  colleagues,  it  has  a  niunber 
of  major  flaws  that,  if  not  corrected,  will  certainly  prove  fatal.  Public  support  for 
the  President's  plan  has  waned  as  our  constituents  have  learned  mere  aoout  the 
mandates,  price  controls  and  Federal  regulation  contained  in  H.R.  3600. 

Meanwhile,  the  Managed  Competition  Act  has  gained  widespread  support  from 
the  business  community,  the  public  and  the  media.  As  much  as  some  would  like  to 
Ignore  the  evidence,  the  Managed  Competition  Act  is  the  only  plan  that  can  make 


93 

that  claim.  And  although  some  fear  that  it  does  not  go  far  enough,  it  is  the  only 
bill  that  is  supported  by  a  bipartisan  coalition  of  House  members,  which  means  it 
is  the  only  bill  that  can  pass. 

I  fully  realize  that  H.K.  3222  is  not  the  perfect  bill.  I  also  reaUze  that  if  we  are 
to  pass  a  health  care  reform  bill  this  year,  it  will  not  be  precisely  Uke  any  that  are 
before  us  today.  Instead,  the  bill  that  gains  the  necessary  218  votes  on  the  floor  will 
contain  bits  and  pieces  of  each  of  the  various  proposals,  bvult  upon  a  tenuous  mix 
of  poUcy  issues,  economic  assumptions,  academic  theory,  real-Ufe  experiences,  politi- 
cal concerns,  and,  most  critical  to  the  entire  process,  public  support.  Clearly,  the 
long  process  of  crafting  such  a  bill  should  start  with  the  only  proposal  that  has 
gained  acceptance  from  both  sides  of  the  aisle,  the  Managed  Competition  Act. 

Mr.  Chairman,  in  conclusion,  I  asked  to  testify  before  the  committee  today  be- 
cause I  am  committed  to  passing  meaningful  health  care  reform  legislation  this 
year.  I  strongly  beUeve  that  the  Managed  Competition  Act,  while  not  a  panacea,  is 
the  most  sensible  approach  for  embarking  on  the  first  step  in  the  evolution  of  the 
American  health  care  system.  It  contains  major  reform  at  the  outset  and  provides 
the  Nation  with  a  framework  that  will  allow  the  additional  building  blocks  of  reform 
to  be  added  as  national  consensus  are  developed  and  needs  estabUshed. 

Mr.  ScoTT.  Mr.  Walsh. 

STATEMENT  OF  HON.  JAMES  T.  WALSH,  A  REPRESENTATIVE 
IN  CONGRESS  FROM  THE  STATE  OF  NEW  YORK 

Mr.  Walsh.  Thank  you,  Mr.  Chairman,  and  members  of  the  com- 
mittee, for  holding  this  hearing.  I  would  also  like  to  thank  Mr.  Coo- 
per and  Mr.  Grandy  for  this  opportunity  to  testify  on  your  bill,  H.R. 
3222,  the  Managed  Competition  Act. 

Now  that  the  debate  on  health  care  is  underway,  I  firmly  believe 
that  your  bill  is  a  good  starting  point  from  which  to  launch  true 
health  care  reform.  There  are  a  few  points  I  would  like  to  highlight 
that  are  of  significant  importance  to  my  constituents  and  to  myself. 
They  are  areas  of  common  ground  upon  which  any  reform  should 
spring. 

First,  the  issue  of  portability.  Our  citizens  need  and  deserve  the 
security  of  knowing  that  their  health  care  is  for  keeps  regardless 
of  their  employment  status.  If  a  person  decides  to  accept  another 
job,  is  laid  ofi"  or  fired,  he  or  she  should  not  have  to  worry  about 
the  future  health  care  needs  of  his  family  while  he  seeks  alter- 
native employment. 

People  need  to  be  able  to  negotiate  with  insurance  companies  to 
find  an  affordable  plan  that  meets  the  needs  of  their  family.  Per- 
haps we  could  extend  the  current  COBRA  benefits,  with  some  form 
of  tax  relief,  while  a  family  or  a  worker  is  in  transition.  This  would 
help  a  family  to  keep  health  benefits  without  being  financially 
strapped  to  pay  the  premium  during  a  period  of  unemplojrment. 

Second,  the  issue  of  preexisting  conditions.  Where  a  person  has 
a  condition  before  becoming  insured  and  by  current  standards  must 
wait  almost  a  year  for  coverage  after  being  accepted  into  a  plan  are 
not  receiving  any  coverage  for  care  related  to  that  preexisting  con- 
dition. These  current  standards  are  totally  unacceptable. 

Preexisting  conditions  are  often  chronic  and  require  regular  un- 
interrupted care.  This  includes  physician  visits  and'  medication. 
Even  the  most  wealthy  in  our  society  can  be  bankrupted  by  a  seri- 
ous long-term  preexisting  condition.  Congress  should  provide  legis- 
lation that  requires  all  insurance  companies  to  cover  all  preexisting 
conditions. 

Third  is  the  issue  of  tort  reform.  We  have  a  real  problem  when 
physicians  feel  compelled  to  order  additional  tests  just  to  cover 
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themselves  in  the  event  of  a  lawsuit.  The  cost  of  these  tests  are 
passed  on  to  patients,  thereby  artificially  raising  the  cost  of  medi- 
cal care.  We  need  to  examine  ways  to  mediate  medical  disputes  and 
keep  them  out  of  the  crowded  court  system  as  often  as  possible. 

This  is  a  serious  problem,  and  we  need  to  pay  more  than  lip  serv- 
ice to  remedy  the  situation.  It  will  take  an  active  cooperation  be- 
tween physicians,  attorneys  and  patients.  We  will  all  gain  if  a  little 
reason  is  added.  A  moderate  approach  might  be  to  follow  Califor- 
nia's example  and  set  up  hearing  boards  which  provide  a  setting 
where  grievances  are  dispensed  with  fairly. 

My  final  thought  for  this  hearing  today  will  focus  on  small  busi- 
ness. This  seems  to  be  one  of  the  most  divisive  issues  between  the 
Cooper  and  Clinton  plans.  I  am  extremely  concerned  that  we  don't 
overburden  the  very  engine  that  keeps  our  economy  going. 

Small  business  is  responsible  for  most  of  the  new  jobs  created 
each  year,  and  this  would  not  be  possible  if  they  are  saddled  with 
endless  additional  Federal  mandates  and  high  health  care  costs. 
Many  fledgling  businesses  barely  make  their  monthly  payrolls  and 
more  bureaucratic  mandates  would  certainly  sink  them. 

The  tax  increase  passed  by  Congress  last  year  fell  heaviest  on 
small  businesses  formed  as  so-called  S  corporations.  These  compa- 
nies could  not  stand  the  shock  of  another  large  tax  increase  or  un- 
funded government  mandate.  All  businesses  including  small  busi- 
ness are  mandated  to  pay  workmen's  compensation,  which  is  an  ex- 
pensive mandate.  Part  of  controlling  health  care  costs  should  be  a 
way  to  incorporate  workmen's  compensation  benefits  into  a  plan — 
into  a  benefit  plan  so  that  health  insurance  would  cover  work-relat- 
ed injuries. 

In  my  home  State  of  New  York  we  have  a  tremendous  problem 
with  abuse  of  workmen's  compensation  programs  and  associated 
exploding  costs.  I  firmly  believe  that  any  successful  reform  needs 
to  closely  examine  this  problem  and  find  a  way  to  alleviate  busi- 
ness from  this  burden. 

In  concluding  my  thoughts  as  a  cosponsor  of  the  Cooper-Grandy 
bill,  I  am  pleased  that  we  have  a  good  working  vehicle,  albeit  im- 
perfect, from  which  to  start  the  health  care  reform  debate.  I  find 
the  Clinton  plan  unworkable  in  terms  of  cost,  new  mandates  2ind 
bureaucracy. 

The  Cooper  plan  is  far  more  realistic  in  terms  of  working  with 
the  free  market  system,  and  I  look  forward  to  continued  participa- 
tion in  this  process  to  write  legislation  that  our  constituents  expect 
and  desire. 

Again,  I  thank  the  Chairman  for  this  opportunity  to  contribute 
in  this  important  debate. 

[The  prepared  statement  of  Mr.  Walsh  follows:] 

Statement  of  Hon.  James  T.  Walsh,  a  Representative  in  Congress  from  the 

State  of  New  York 

Mr.  Cooper,  Mr.  Grandy,  I  thank  you  for  this  opportunity  to  testify  on  your  bill 
H.R.  3222,  the  Managed  Competition  Act.  Now  that  the  debate  on  health  care  is 
underway,  I  firmly  believe  that  your  bill  is  a  good  starting  point  from  which  to 
launch  true  health  care  reform.  There  are  a  few  points  I'd  like  to  highlight  that  are 
of  significant  importance  to  my  constituents  and  to  me. 
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Portability 

First,  the  issue  of  portability.  Chir  citizens  need  and  deserve  the  secxirity  of  know- 
ing that  their  health  care  is  for  keeps  regardless  of  their  employment  status.  If  a 
person  decides  to  accept  another  job,  is  laid  off,  or  fired,  he  should  not  have  to  worry 
about  the  futiire  health  needs  of  his  family  while  he  seeks  alternate  employment. 
People  need  to  be  able  to  negotiate  with  insurance  companies  to  find  an  affordable 
plan  that  meets  the  needs  of  their  family.  Perhaps  we  could  extend  the  current 
COBRA  benefits  with  some  form  of  tax  relief  while  a  family  or  worker  is  in  transi- 
tion. This  would  help  a  family  to  keep  the  health  benefits  without  being  financially 
strapped  to  pay  the  premium  during  a  period  of  unemployment. 

Preexisting  Conditions 

Second,  is  the  issue  of  "preexisting  conditions"  where  a  person  has  a  condition  be- 
fore becoming  insured  by  current  standards,  must  wait  almost  a  year  for  coverage 
after  being  accepted  into  a  plan  or  not  receiving  any  coverage  for  care  related  to 
that  preexisting  condition.  These  current  standards  are  unacceptable.  Preexisting 
conditions  are  often  chronic  and  require  regular,  uninterrupted  care.  This  includes 
physician  visits  and  medications.  Even  the  most  wealthy  in  out  society  can  be  bank- 
rupted by  a  serious  long-term  preexisting  condition.  Congress  should  provide  legisla- 
tion that  requires  all  insurance  companies  to  cover  all  preexisting  conditions. 

Tort  Reform 

Third,  is  the  issue  of  tort  reform.  We  have  a  real  problem  when  physicians  feel 
compelled  to  order  additional  tests  just  to  cover  themselves  in  the  event  of  a  law- 
suit. The  costs  of  these  tests  are  passed  onto  the  patients,  thereby  artificially  raising 
the  cost  of  medical  care.  We  need  to  examine  ways  to  mediate  medical  disputes  and 
keep  them  out  of  the  crowded  court  system  as  often  as  possible.  This  is  a  serious 
problem  and  we  need  to  pay  more  than  lip  service  to  remedy  the  situation.  It  will 
take  an  active  cooperation  between  physicians,  attorneys  and  patients. 

We  will  all  gain  if  a  little  reason  is  added;  a  moderate  approach  might  be  to  follow 
California's  example  and  set  up  hearing  boards  with  provide  a  setting  where  griev- 
ances are  dispensed  with  fairly. 

Small  Business 

My  final  thought  for  this  hearing  today  will  focus  on  small  business.  This  seems 
to  be  one  of  the  most  divisive  issues  between  the  Cooper  and  Clinton  plans.  I  am 
extremely  concerned  that  we  don't  overburden  the  very  engine  that  keeps  our  econ- 
omy going.  Small  business  is  responsible  for  most  of  the  new  jobs  created  each  year 
and  this  would  not  be  possible  if  they  are  saddled  with  endless  additional  Federal 
mandates  and  high  hedth  care  costs.  Many  fledgling  businesses  barely  make  their 
monthly  payrolls  and  more  bureaucratic  mandates  would  certainly  sink  them. 

The  tax  increase  passed  by  Congress  fell  heaviest  on  small  businesses  formed  as 
so-called  S  corporations.  These  companies  could  not  stand  the  shock  of  another  large 
tax  increase  or  unfunded  government  mandate. 

All  businesses,  including  small  business,  are  mandated  to  pay  workman's  com- 
pensation which  is  an  expensive  mandate.  Part  of  controlling  health  care  costs 
shovild  be  a  way  to  incorporate  workers'  compensation  benefits  into  a  benefit  plan 
so  that  health  insvirance  would  cover  work  related  injuries.  In  my  home  State  of 
New  York,  we  have  a  tremendous  problem  with  abuse  of  the  workers'  compensation 
program  and  the  associated  explocUng  costs.  I  firmly  believe  that  any  successful  re- 
form package  needs  to  closely  examine  this  problem  and  find  a  way  to  alleviate 
business  fi-om  this  bvu"den. 

In  concluding  my  thoughts,  and  as  a  cosponsor  of  the  Cooper/Grandy  bill,  I  am 
pleased  that  we  have  a  good  working  vehicle,  albeit  imperfect,  from  which  to  start 
the  health  care  reform  debate.  I  find  the  Clinton  plan  unworkable  in  terms  of  cost 
and  new  mandates  and  bureaucracy.  The  Cooper  plan  is  far  more  realistic  in  terms 
of  working  with  the  free  market  system  and  I  look  forward  to  continued  participa- 
tion in  tWs  process  to  write  legislation  that  our  constituents  expect  and  desire. 
Again,  I  thank  the  Chairman  for  this  opportunity  to  contribute  to  the  health  care 
discussion. 

Chairman  Ford.  Mr,  Moran? 
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STATEMENT  OF  HON.  JAMES  P.  MORAN,  A  REPRESENTATIVE 
IN  CONGRESS  FROM  THE  COMMONWEALTH  OF  VIRGINIA 

Mr.  MORAN.  Thank  you,  Mr.  Chairman. 

Mr.  Chairman,  I  represent  almost  200,000  people  who  are  de- 
pendent upon  the  Federal  Employees  Health  Benefits  Plan,  which 
is  the  same  plan  that  covers  the  Members  of  Congress.  I  know  as 
a  former  chairman  of  the  Post  Office  and  Civil  Service  Committee 
you  share  my  concern  for  those  Federal  employees,  and  I  am  going 
to  explain  why  I  believe  that  this  Managed  Competition  Act  is 
clearly  in  the  best  interest  of  Federal  employees. 

In  essence,  what  it  does  is  to  build  upon  the  success  that  we  have 
experienced  with  the  Federal  Employees  Health  Benefits  Plan  in 
administering  health  insurance. 

The  Federal  Employees  Health  Benefits  Plan  is  not  as  com- 
prehensive nor  generous  as  many  plans  that  are  currently  offered 
in  the  private  sector,  but  the  vast  majority  of  the  ten  million  Fed- 
eral beneficiaries  of  FEHBP  are,  in  fact,  satisfied  with  their  health 
insurance  plan.  Fewer  than  5  percent  of  Federal  employees  choose 
not  to  participate  in  the  plan  either  because  of  existing  coverage 
under  a  spouse's  plan  or  because  they  can't  afford  the  premiums. 

This  may  be  a  good  example  of  what  might  happen  under  the 
Managed  Competition  Act,  and,  of  course,  everyone  is  concerned 
about  the  difference  between  universal  access  and  universal  cov- 
erage. 

Mr.  Chairman,  there  are  only  .005  of  1  percent  of  people  that 
cannot — Federal  employees  who  cannot  afford  the  Federal  Employ- 
ees Health  Benefits  Plan,  and  thus  don't  have  health  insurance. 
What  MCA  does  is  to  strengthen  both  the  quality  and  the  efficiency 
of  the  Federal  Employees  Health  Benefits  Plan,  and  uses  it  as  a 
model  of  reform  for  the  Nation. 

The  Health  Security  Act  that  the  President  has  recommended 
dismantles  the  Federal  Employees  Health  Benefits  Plan,  which 
may  be  the  largest,  most  affordable,  most  efficiently  run  health  in- 
surance plan  in  the  country. 

The  Federal  Office  of  Personnel  Management  functions  the  way 
a  Health  Plan  Purchasing  Cooperative  would  function.  0PM  ad- 
ministers the  Federal  Employees  Plan  by  contracting  with  carriers 
to  provide  health  insurance  plans  for  Federal  employees.  In  the 
Washington  area.  Federal  employees  have  almost  36 — well,  they  do 
have  exactly  36  plans  to  choose  from.  They  are  able  to  change 
plans  once  a  year  during  the  open  enrollment  period.  The  Federal 
employees'  health  premium  rates  averaged  only  a  3  percent  in- 
crease this  year. 

The  Managed  Competition  Act  does  require  that  there  be  a  uni- 
form standard  benefit  package  offered  by  all  the  plans,  and  that, 
in  fact,  is  going  to  strengthen  the  Federal  Employee  Health  Benefit 
Plan,  so  that  all  consumers  are  going  to  be  able  to  choose  between 
health  plans  based  on  quality  and  price  and  not  on  any  perceived 
differences  that  are  primarily  due  to  marketing  techniques  of  the 
various  health  plans. 

The  Managed  Competition  Act  reduces  the  tendency  of  plans  to 
segregate  the  market  according  to  risk  so  that  those  who  are  in  the 
highest  risk  are  most  likely  to  find  themselves  in  the  most  costly 
plan  regardless  of  any  real  differences  that  may  exist  in  the  value 
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of  the  benefits  among  the  various  plans.  This  is  particularly  true 
of  retirees,  83  percent  of  whom  are  covered  by  Medicare  as  their 
primary  payer.  Yet  they  choose  to  purchase  supplemental  plans 
which  largely  offer  duplicative  services.  They  don't  get  the  value 
that  they  pay  for  these  supplemental  plans,  with  the  exception  of 
the  prescription  drug  coverage,  which,  in  fact,  they  do  need  for  sup- 
plemental coverage. 

These  Health  Plan  Purchasing  Cooperatives  are  going  to  offer  a 
menu  of  accountable  health  plans  so  that  we  will  be  able  to  com- 
pare them  using  enrollee  satisfaction  and  outcome  data.  We  don't 
have  that  today.  That  is  a  very  important  element  of  this  plan.  And 
then  we  are  going  to  adjust  the  premiums  based  upon  the  propor- 
tion of  high  risk  individuals  in  one  plan  versus  another.  That  is  the 
fairest  way  to  offer  health  insurance  and  to  promote  competition. 

This  plan  will  eliminate  the  need  for  COBRA,  which  is  the  re- 
quirement that  insurance  coverage  continue  for  both  Federal  em- 
ployees as  well,  of  course,  as  the  private  sector,  because  it  contains 
insurance  reform  which  ensures  portability,  so  that  you  don't  have 
the  job-lock  that  currently  exists. 

We  have  a  problem  with  the  Federal  Employees  Health  Benefits 
Plan  right  now,  and  this  plan  addresses  that  problem.  There  is  a 
disincentive  currently  for  participating  plans  in  the  FEHBP  to  con- 
tain their  administrative  costs  because  that  is  where  they  get  their 
profits  now.  Profit  derived  from  premiums  must  be  rolled  over  to 
the  next  year's  premiums,  so  that  where  they  get  their  real  income 
comes  from  what  they  build  into  administrative  costs.  If  health 
plans  were  to  operate  more  efficiently  and  reduce  their  cost  per 
claim  filed,  they  could  adversely  affect  their  market  share  and  re- 
duce total  reimbursement.  This  would  no  longer  be  the  case  under 
the  MCA. 

There  will  be  a  substantial  incentive  to  reduce  cost  because  you 
will  be  basing  premiums  on  the  total  operational  cost  and  thus  you 
won't  have  a  situation  now  where  there  is  no  incentive  to  cut  ad- 
ministrative costs.  And  in  many  ways  Federal  employees  are  pay- 
ing too  much  for  administrative  cost. 

I  want  to  emphasize  the  principal  point  of  this  Managed  Com- 
petition Act  and  why  I  support  it  so  strongly.  Because  it  treats  Fed- 
eral employees.  Members  of  Congress,  just  like  everyone  else.  We 
are  going  to  be  enrolled  in  the  same  type  of  plan,  a  plan  that  has 
shown  that  it  works.  The  way  that  the  Federal  Government  has  de- 
cided to  base  premiums  is  based  on  the  highest  option,  the  Blue 
Cross/Blue  Shield  High  Option. 

Under  the  MCA,  the  premium  contribution  of  the  employer 
would  be  tied  to  the  cost  of  the  lowest  cost  accountable  health  plan. 
What  is  going  to  happen  with  FEHBP  is  that  the  100  percent  Fed- 
eral contribution  will  approximate  the  current  75  percent  Federal 
matching  of  the  highest  cost  plan.  But  the  Federal  Government 
would  contribute  a  fixed  dollar  amount  rather  than  a  percentage  of 
premiums,  that  would  reflect  measures  to  constrain  the  growth  of 
health  care  costs. 

I  think  that  the  way  that  we  would  design  the  standard  benefit 
package  is  very  important  and  is  the  ideal  way  because  it  takes  it 
away  from  politics.  Every  single  State  has  fought  bloody  battles 
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over  what  particular  types  of  health  benefits  should  be  included  in 
the  plan. 

We  would  set  up  a  Health  Care  Standards  Commission,  which  is 
comparable  to  the  Securities  and  Exchange  Commission.  You  would 
have  true  health  care  experts  determining  what  health  services 
ought  to  be  included.  It  is  a  mirror,  really,  of  the  way  the  National 
Institutes  of  Health  goes  about  determining  how  research  funds 
should  be  distributed.  That  is  done  by  professionals.  It  takes  it  out 
of  the  political  maelstrom  and  leaves  those  kind  of  decisions  to  peo- 
ple who  can  best  make  those  decisions. 

The  structural  changes  of  the  Managed  Competition  Act  are 

foing  to  help  the  Federal  Employees  Health  Benefits  Plan,  help 
'ederal  employees,  help  the  Congress,  and  most  importantly,  help 
the  American  people  to  afford  coverage,  and  good  quality  coverage, 
in  an  equitable,  in  an  efficient,  and  in  an  appropriate  manner. 
Thank  you,  Mr.  Chairman. 
[The  prepared  statement  of  Mr.  Moran  follows:] 

Statement  of  Hon.  James  P.  Moran,  a  Representative  in  Congress  from  the 

State  of  Virginia 

Mr.  Chairman; 

Thank  you  for  this  opportunity  to  speak  before  you  on  the  strengths  of  the  Man- 
aged Competition  Act. 

Rather  than  repeat  the  testimony  of  my  colleagues,  I  would  like  to  focus  on  the 
impact  of  the  Managed  Competition  Act  on  the  Federal  Employee  Health  Benefit 
Program  and  what  we  can  learn  from  the  success  of  the  FEHBP  in  administering 
health  insvirance. 

The  Managed  Competition  Act  [MCA]  advances  a  model  for  health  reform  which 
bviilds  on  the  best  aspects  of  our  public/private  health  care  system.  Many  of  the 
principles  put  forth  in  the  MCA  are  embooied  in  the  Federal  Employee  Health  Ben- 
efit Plan  [FEHBP].  Despite  the  fact  that  the  FEHBP  is  not  as  comprehensive  or 
generous  as  many  plans  offered  in  the  private  sector,  the  vast  majority  of  the  10 
million  beneficiaries  are  satisfied  with  their  health  insurance  plans. 

Fewer  than  5  percent  of  Federal  employees  choose  not  to  participate  in  the  plan, 
either  because  of  existing  coverage  under  a  spouse'  plan  or  because  they  cannot  af- 
ford the  premiums.  The  Managed  Competition  Act  strengthens  both  the  quality  and 
efficiency  of  the  FEHBP  and  uses  it  as  a  model  for  reform.  This  is  in  direct  contrast 
to  the  Health  Security  Act,  which  dismantles  the  FEHBP. 

The  Office  of  Personnel  Management  [0PM]  functions  much  the  way  a  Health 
Plan  Purchasing  Cooperative  [HPPC]  woiild.  0PM  administers  FEHBP  by  contract- 
ing with  carriers  to  provide  health  insurance  plans  to  Federal  employees  and  retir- 
ees. Federal  employees  have  a  wide  variety  of  plans  to  choose  fix)m  [approximately 
36  in  the  Washington  Metropolitan  Area]  and  are  able  to  change  plans  each  year 
in  open  enrollment  if  they  are  not  satisfied.  Furthermore,  FEHBP  premivun  rates 
averaged  only  a  3  percent  increase  this  year. 

The  FEHBP  is  not  problem-free  and  in  recent  years,  a  number  of  unsuccessful  at- 
tempts have  been  made  to  reform  the  program  to  operate  more  efficiently.  The  Man- 
aged Competition  Act  requires  structviral  changes  in  the  FEHBP  to  facilitate  a  more 
efficient,  more  consistent,  and  more  equitable  program.  Furthermore,  the  Managed 
Competition  Act  extends  this  model  to  the  rest  of  the  country.  Large  businesses  are 
treated  the  same  as  the  Federal  Giovemment.  There  can  be  no  claim  that  health  re- 
form under  the  Managed  Competition  Act  excludes  Federal  employees  or  Members 
of  Congress. 

Presently,  the  FEHBP  suffers  from  the  absence  of  comparable  health  plans  which 
compete  for  subscribers  on  the  basis  of  price  and  quality.  The  MCA  requires  that 
a  uniform  stendard  benefits  package  be  offered  by  all  health  plans.  The  introduction 
of  a  uniform  health  benefits  package  will  facUitate  comparisons  by  consumers  be- 
tween health  plans  based  on  quality  and  price,  rather  than  on  perceived  differences 
or  marketing  techniques  of  vsirious  health  plans. 

In  addition,  it  reduces  the  tendency  of  health  plans  to  segregate  the  market  ac- 
cording to  risk,  whereby  those  who  are  the  highest  risk  are  the  most  Ukely  to  find 
themselves  in  the  most  costly  plan  regardless  of  any  real  differences  in  the  value 
of  benefits  among  the  plans.  This  is  particularly  true  of  retirees,  83  percent  of  whom 
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are  covered  by  Medicare  as  their  primary  payer  yet  have  chosen  to  purchase  supple- 
mental plans  which  largely  offer  duplicative  coverage  [with  the  exception  of  pre- 
scription drug  coverage]. 

In  addition  to  uniform  benefits  package,  the  MCA  requires  a  more  aggressive  role 
of  the  Health  Plan  Purchasing  Cooperative  than  0PM  currently  assumes.  The 
HPPC  would  offer  a  menu  of  accountable  health  plans,  including  clear,  standardized 
information  for  each  plan  on  its  price,  quality  indicators,  and  enroUee  satisfaction. 
The  HPPC  will  pay  accountable  health  plans  based  on  a  Federal  risk-adjustment 
procedure  that  will  pay  more  to  health  plans  with  high-risk  populations  and  lower 
pajonents  to  low-risk  individuals.  The  FEHBP  does  not  currently  use  risk  adjust- 
ment methodologies  among  the  various  plans. 

Since  the  late  1980s,  0PM  has  tightened  its  management  and  required  all  partici- 
pating health  plans  to  abide  by  certain  requirements;  such  as  moving  away  from 
reasonable  and  customary  payments  to  scheduled  payments  and  moving  closer  to 
standardized  benefits.  Because  all  plans  have  to  respond  in  the  short  term,  0PM 
has  been  able  to  improve  efficiency  and  establish  a  more  consistent  relationship  be- 
tween benefits  and  premiums.  The  MCA  expedites  this  move  towards  efficiency  by 
enabling  0PM,  as  the  HPPC,  to  set  the  rules  of  the  game  and  enforce  them. 

HPPCs  will  eliminate  health  plan  continuation  coverage  for  businesses,  and  Fed- 
eral employees,  known  as  COBRA,  as  individuals  may  keep  their  health  insvirance 
plan  purchased  through  the  HPPC,  regardless  of  employment  status. 

In  regards  to  overhead  costs,  the  FEHBP  contains  disincentives  for  the  participat- 
ing health  plans  to  contain  their  administrative  expenses.  This  is  because  plans  are 
not  allowed  to  make  a  profit  on  the  premiums;  they  are  obliged  to  roll  over  the  dif- 
ference [gains  or  losses]  to  the  premiums  for  the  following  year. 

The  health  plans  make  their  profit  on  the  administrative  costs,  based  on  the  costs 
per  claim.  If  health  plans  were  to  operate  the  program  more  efficiently  and  impose 
cost  cutting  measures  to  reduce  the  cost  per  claim,  they  could  adversely  affect  their 
market  share,  and  reduce  total  reimbursement.  Aggressive  cost  containment  would 
reduce  their  profit  margin,  with  no  gain  in  premium  dollars,  due  to  the  "roll  over" 
policy. 

Furthermore,  the  health  plans  have  not  had  to  contain  operational  expenses  to 
levels  competitive  with  other  claims  processors.  This  will  no  longer  be  the  case 
under  the  MCA,  as  all  accountable  health  plans  must  compete  based  on  total  costs 
of  operation.  Under  the  MCA,  a  small  surcharge  is  levied  on  premiums  to  finance 
the  administrative  expenses  of  the  HPPC. 

A  point  that  I  would  like  to  reiterate  again  is  the  fact  that  the  Managed  Competi- 
tion Act  treats  Federal  employees  and  Members  of  Congress  just  Like  large  busi- 
nesses. 

By  statute,  the  government's  employer  share  of  the  premium  is  tied  to  the  rising 
cost  of  its  most  expensive  plan.  Blue  Cross/Blue  Shield  High  Option.  On  average, 
the  Federal  Government  pays  almost  three  quarters  of  the  total  premium  for  its  em- 
ployees. Under  the  MCA,  the  premium  contribution  of  the  Federal  Government,  as 
with  any  other  employer,  would  be  tied  to  the  cost  of  the  lowest  cost  accountable 
health  plan.  It  is  the  author's  intent  of  the  Managed  Competition  Act  that  a  Federal 
contribution  of  100  percent  of  the  premium  of  the  lowest  cost  plan  would  be  com- 
parable to  the  current  contribution  of  75  percent  of  premiums.  The  most  significant 
difference  is  that  the  government,  as  employer,  would  contribute  a  fixed  dollar 
amount  that  would  reflect  measures  to  constrain  the  growth  of  health  care  costs. 

The  final  issue  that  I  would  like  to  address  is  the  repeated  criticism  of  the  MCA 
for  not  specifying  what  health  benefits  would  be  covered  as  part  of  a  standard,  uni- 
form health  benefits  package.  The  Managed  Competition  Act  sets  general  param- 
eters for  what  health  oenefits  must  be  included  and  the  sponsors  of  the  MCA  envi- 
sion a  benefit  design  which  would  reflect  broad  policy  objectives  of  comprehensive 
primary  and  preventive  health  care. 

The  specific  benefit  design,  however,  is  left  to  the  professional  expertise  of  an 
independent  Health  Care  Standards  Commission,  operating  much  like  the  Securities 
and  Exchange  Commission.  The  intent  is  to  avoid  congressional  tampering  with  the 
specific  benefits  due  to  political  persuasion,  rather  than  rel5dng  on  the  expertise  of 
health  care  professionals  to  shape  a  benefits  package  which  reflects  the  true  medical 
needs  of  society.  The  bloody  battles  that  have  been  fought  in  State  legislatures  over 
mandated  benefits  should  not  be  repeated  in  Congress. 

Finally,  it  avoids  the  "scope  of  practice"  issues  regarding  the  professional  terrain 
of  various  medical  and  health  professionals,  i.e.  ophthalmologists  vs.  optometrists. 
Rather,  the  MCA  is  "provider  neutral."  This  will  encourage  health  plans  to  provide 
cost-effective  health  services  based  on  outcome  rather  than  on  the  traditional  mode 
of  professional  domain. 
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Interestingly  enough,  this  benefit  design  process  is  mirrored  in  the  appropriation 
to  the  National  Institutes  of  Health.  A  scientific  conunittee  comprised  of  memcal  sci- 
entists at  the  National  Institutes  of  Health  determines  what  the  research  priorities 
of  the  Institutes  will  be  and  how  funds  will  be  distributed  among  the  various  Insti- 
tutes. This  hmits  the  influence  of  Congress  in  determining  what  should  be  a  sci- 
entific rather  than  a  political  decision. 

In  closing,  the  Managed  Competition  Act  expedites  structural  changes  in  the 
health  care  marketplace  which  reward  cost-conscious  delivery  of  health  care.  As  a 
result,  the  FEHBP  will  operate  in  more  efficiently,  more  consistently,  and  more  eq- 
uitably. Overall,  I  believe  that  the  MCA  will  enhance  beneficiary  satisfaction  under 
FEHBP,  while  extending  those  same  benefits  to  the  rest  of  the  country. 

Chairman  FORD.  Thank  you,  Jim.  I  appreciate  your  notice  of 
some  involvement  on  my  part.  I  might  also  say  that  the  ranking 
Democrat  on  this  committee,  the  next  chairman  of  the  committee, 
has  been  involved  at  every  step  of  the  way. 

I  had  the  pleasure  of  chairing  the  Committee  on  Post  Office  and 
Civil  Service  for  10  years,  the  first  eight  of  which  were  with  Presi- 
dent Reagan  whose  succession  of  Directors  of  0PM  and  0MB  sent 
us,  year  after  year,  budgets  that  would  juggle  the  FEHBP  to  save 
money  out  of  increases  in  the  cost  of  coverage  to  the  employees  and 
for  eight  years  of  Ronald  Reagan  we  succeeded  in  keeping  that 
from  happening. 

We  didn't  have  that  problem  in  the  first  two  years  of  Mr.  Bush's 
Administration,  and  that  was  one  of  the  real  contrasts  between  the 
two  administrations.  That  contrast  tended  to  blur  after  awhile,  but 
at  least  with  respect  to  the  then  fashionable  idea  of  beating  up  on 
Federal  employees  as  the  handiest  people  to  take  a  whack  at  began 
to  change. 

It  changed  during  the  campaign  in  which  Mr.  Bush  was  elected, 
and  while  I  did  not  support  him,  I  always  defended  the  fact  that 
he  got  elected  President  without  climbing  over  the  prostrate  bodies 
of  Federal  employees,  and  I  gave  him  the  credit  that  I  thought  he 
was  entitled  to. 

I  know  something  about  that  plan,  not  from  the  perspective  of 
Washington,  DC,  where  you  mentioned  that  the  employees  in  this 
area  have  a  choice  between  36  different  insurance  plans.  Actually, 
in  the  FEHBP  there  are  430  plans  that  Federal  employees  have  a 
choice  to  receive,  or  to  participate  in.  Depending  on  where  they 
live,  they  make  the  choice  on  the  basis  of  what  is  available  in  that 
area. 

A  few  years  ago,  as  a  matter  of  fact,  in  the  middle,  actually,  to- 
ward the  end  of  the  first  term  of  the  Reagan  Administration,  we 
hired  outside  consultants.  The  Senate  was  then  controlled  by  the 
Republicans  and  by  agreement  between  me  and  Senator  Stevens  of 
Alaska,  we  brought  in  outside  consultants  and  had  them  analyze 
all  of  the  health  plans  that  the  Office  of  Personnel  Management 
was  negotiating  on  behalf  of  the  employees. 

The  employees  have  a  choice  after  the  negotiations  take  place. 
They  don't  participate  at  any  stage  of  the  negotiations.  So  it  is  not 
truly  a  cooperative,  because  they  only  have  a  choice  to  pick  from 
what  Big  Daddy  has  picked  out  for  them. 

That  study,  we  found,  occurred  at  the  same  time  that  some  of  the 
insurance  companies  were  making  their  own  study.  One  of  the  out- 
standing features  that  has  existed  in  the  Federal  Employee  Health 
Benefit  Program  is,  in  fact,  the  annual  ability  to  shift  plans  with- 
out prejudice  and  no  waiting  periods.  The  plan  that  you  are  here 
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supporting  today  would  impose  for  the  fist  time  a  six-month  wait- 
ing period  when  you  change  plans,  and  we  are  right  back  into  the 
old  game  of  preexisting  conditions. 

About  the  time  we  were  doing  this,  Aetna,  which  was  one  of  the 
largest  prepaid  plans  that  we  had  for  Federal  employees,  and  one 
of  the  Big  Six  being  used  to  compute  the  percentage  of  the  govern- 
ment's payment  for  premiums,  took  a  real  look  at  what  they  had 
and  discovered  that  they  had  a  disproportionate  number  of  retirees. 
Federal  retirees,  in  their  plan,  and  their  actuaries  looked  at  them 
and  said,  "If  you  keep  it  up,  the  more  you  sell  the  more  you  are 
going  to  lose,  because  you  are  insuring  the  most  expensive,  from 
the  health  care  point  of  view,  part  of  the  Federal  workforce."  Aetna 
put  us  on  notice  that  they  were  going  to  insure  for  one  more  year 
and  then  they  were  leaving. 

Now,  it  is  a  seldom  discussed  fact  around  here  that  Aetna  has 
been  out  of  the  FEHBP  for  years  but  Aetna  still  determines  what 
share  of  the  premium  is  paid  by  the  Federal  Government,  because 
we  had  no  other  big  insurer  willing  to  step  in  and  become  part  of 
the  Big  Six. 

We  had  the  Library  of  Congress  construct  Aetna  on  a  computer 
and  that  constructed  Aetna  continues  to  chum  away  over  at  the  Li- 
brary of  Congress  as  if  it  were  insuring  people  at  the  same  rates 
and  ratio  of  ages  and  so  on  as  before,  and  it  produces  at  the  end 
of  the  year  a  premium  which  is  used  instead  of  a  real  insurance 
company  for  one  of  the  six  factors  that  go  into  determining  the  Big 
Six. 

Now,  having  gone  through  all  of  that,  I  have  to  point  out  to  you 
that  presently  the  FEHBP  contributions  by  the  employees  is  be- 
fore-tax  money,  and  under  the  Cooper  plan  it  would  be  after-tax 
money.  So  it  becomes  an  automatic  tax  increase  for  the  employee's 
share  of  the  premium. 

The  President's  plan  from  the  very  beginning,  and  SOME  of  us 
who  have  worked  for  a  long  time  with  it  have  been  a  part  of  the 
planning  and  construction  of  the  plan,  and  it  is  not  nearly  as  close 
to  a  finished  product  as  people  who  attack  it  would  suggest.  I  hear 
all  kinds  of  things  coming  at  me  about  what  is  in  it,  and  we 
haven't  decided  yet. 

And  when  we  get  through  with  the  plan  and  report  something 
out  with  respect  to  the  Federal  employees,  it  goes  to  Mr.  Clay's 
committee,  and  the  Post  Office  and  Civil  Service  Committee  will 
then  rewrite  or  add  to  whatever  we  have  done  with  respect  to  Fed- 
eral employees. 

When  the  President's  plan  first  surfaced,  it  was  not  created  out 
of  a  vacuum  with  respect  to  the  Federal  employees  because  I  have 
had  too  many  years  of  working  with  their  representatives  to  go  off 
too  far  without  finding  out  how  they  felt  about  it.  And  at  first  there 
was  concern  that  some  of  the  existing  union-sponsored  plans  might 
be  jeopardized.  There  were  other  concerns,  and  at  every  step  of  the 
way  in  trying  to  fashion  this  thing  we  have  tried  to  respond  to 
those  concerns. 

It  is  a  long  way  yet  from  the  point  when  we  decide  at  what  point 
the  Federal  employees  would  become  a  part  of  the  overall  health 
plan  that  does  emerge,  because  in  the  current  proposal,  in  the  first 
years  it  would  be  1998  before  anything  would  happen  that  is  dif- 
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ferent  from  what  now  exists.  So  until  1998  the  present  plans  would 
stay  as  they  are  and  then  they  would  start  phasing  into  the  plans 
that  other  people  have,  and  be  treated  as  non-govemmentally-con- 
nected  citizens  from  that  point  on. 

Now  that  number  may  change  to  2000  or  2004  or  2010.  I  don't 
know  where  it  will  end  up.  But  there  is  no  magic  in  the  number. 
It  is  the  people  of  good  will  working  on  this,  people  with  many  in- 
terests involved  in  it,  who  will  try  to  find  out  the  most  rational  way 
not  to  upset  the  apple  cart. 

Unfortunately,  both  Mr.  Clay  and  I,  in  looking  at  this  bill  are  of 
the  opinion  that  it  is  a  big  step  backward  for  the  Federal  employ- 
ees. And  for  one  thing,  President  Clinton  is  taking  the  most  heat 
for  a  mandate  that  employers  pay  80  percent  of  the  premium.  The 
Federal  Government  pays  60  percent  of  the  premium. 

Now,  all  other  things  being  equal,  the  sooner  we  can  get  them 
to  an  80  percent  employer  share  over  a  60  percent  share  the  better 
off  they  are  going  to  be.  But  we  can't  do  it  just  that  fast  because 
then  we  run  into  other  kinds  of  budgetary  problems  that  we  have 
to  deal  with,  because  each  agency  will  have  to  have  a  budget  in- 
crease for  their  salary  allotments  to  take  care  of  that,  salary  and 
benefits. 

It  is  not  going  to  be  easy,  but  I  can  assure  you  and  the  Federal 
employees  that  I  know  you  represent  so  ably  that  the  players  in 
the  game  on  the  package  that  is  going  to  come  out  of  this  commit- 
tee are  very,  very  conscious  of  their  special  status.  And  I  am  very, 
very  conscious  after  spending  years  defending  it.  I  would  just  like 
to  observe — I  don't  want  to  take  anymore  time — something  that  I 
have  to  give  credit  to  Mr.  Nixon  for  that  he  never  gets  credit  for. 
Until  Mr.  Nixon  was  President,  the  Federal  Government  never 
p£dd  more  than  50  percent  of  the  cost  of  health  insurance,  and  Mr. 
Nixon  had  a  national  health  program.  People  seem  to  have  forgot- 
ten that. 

Mr.  Nixon  proposed  that  every  employer,  regardless  of  size,  in 
the  country  be  forthwith  required  to  pay  75  percent  of  the  premium 
for  a  health  insurance  policy  at  their  place  of  employment.  The 
Post  Office  and  Civil  Service  Committee,  then  under  the  guidance 
of  Mo  Udall  with  the  subcommittee  of  jurisdiction,  said  that  is  a 
good  idea  for  private  enterprise.  Why  don't  we  do  it  for  the  govern- 
ment? 

And  the  House  of  Representatives  passed  a  law  that  changed  the 
government's  contribution  to  75  percent,  as  recommended  by  Presi- 
dent Nixon.  The  Senate  being  a  different  body — that  is  the  kindest 
thing  I  can  say  about  the  other  body,  is  that  they  are  different,  and 
also  I  am  relieved  whenever  I  can  reassert  that — didn't  agree  with 
this,  and  so  they  left  it  the  way  it  was  and  the  settled-upon  com- 
promise between  them  was  60  percent  and  the  structuring  of  this 
Big  Six  method  of  computing  it. 

So,  in  fact,  if  you  buy  something  other  than  a  Cadillac-equipped 
health  plan,  you  can  get  as  much  as  75  percent  of  your  premium 
paid  by  your  employer  in  the  Federal  Government.  If  you  buy  a 
Cadillac,  you  are  going  to  get  60  percent.  Nobody  gets  less  than  60 
percent.  Some  get  as  high  as  75,  and  I  believe  the  Post  Office  is 
closer  to  90  because  we  gave  them  contractual  bargaining  rights  to 
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get  it  up  there.  So  it  varies  among  discrete  groups  of  Federal  em- 
ployees. 

Nobody  is  going  to  be  left  out  because  we  don't  know  they  are 
there,  and  I  want  to  reassure  you  that  we  will  take  care  of  it,  and 
ask  you  to  take  another  look  again  and  consult  with  some  of  the 
Federal  employee  organizations  on  why  they  are  not  enthralled 
with  the  approach  of  the  bill  that  you  are  here  to  speak  for  this 
morning. 

Mr.  MORAN.  Mr.  Chairman,  may  I  respectfully  respond 

Chairman  FoRD.  Certainly. 

Mr.  MoRAN.  [continuing]  to  a  couple  of  thoughts? 

Chairman  FORD.  If  you  find  a  question  in  there  I  will  appreciate 
it. 

[Laughter.] 

Mr.  MORAN.  Yes.  I  think  the  question  is  why  in  God's  name 
would  you  support  the  Managed  Competition  Act  instead  of  the 
plan  I  am  supporting  and  that  the  administration  is? 

But  one  of  the  technical  things  that  really  needs  to  be  corrected, 
first  of  all,  is  the  six-month  waiting  list.  There  isn't  any  six-month 
delay.  The  only  six-month  delay  applies  to  people  who  choose  not 
to  get  health  insurance  and  then  when  they  get  sick  and  they  need 
it,  they  then  decide  to  get  it.  We  felt  that  that  is  not  really  fair  to 
health  insurers,  so  we  incorporated  a  disincentive  for  people  to 
delay  getting  health  insurance  until  they  are  ill. 

If  there  is  no  disincentive,  everyone  will  wait  until  they  get  sick 
to  buy  insurance,  and  then  they  know  they  have  to  be  able  to  get 
coverage  under  the  Managed  Competition  Act.  So  we  say,  you  are 
going  to  have  to  wait  six  months.  If  you  don't  decide  to  get  insur- 
ance coverage  when  it  is  available  to  you  and  you  wait  until  you 
get  sick,  then  you  are  going  to  have  a  six-month  delay. 

Let  me  explain  how  I  feel  about  this  plan,  and  I  know  that  I 
should  be  a  good  soldier  and  support  the  White  House  plan,  and 
certainly  the  fact  that  you  and  Mr.  Clay  are  supporting  it  is  very 
persuasive.  But  I  think  that  Federal  employees  are  being  treated 
as  a  scapegoat. 

Chairman  Ford.  Let  me  just  say  we  are  both  supporting  the  sin- 
gle-payer plan. 

Mr.  Moran.  Oh,  you  are  supporting  a  single  payer.  Well,  I  guess 
that  is  consistent.  But  the  fact  that  you  are  speaking  favorably  for 
the  administration's  plan  is  nevertheless  persuasive.  But  I  think 
that  Federal  employees  are,  in  fact,  being  treated  as  a  scapegoat 
here. 

The  reality  is  that  the  Federal  Employees  Health  Benefits  Plan 
is  the  only  major  plan  that  is  operational  that  doesn't  in  fact  get 
grandfathered.  It  is  the  only  one  in  the  country  with  more  than 
5,000  employees  that  does  in  fact  have  to  be  dismantled  and  the 
enrollees  have  to  then  go  back  to  their  own  jurisdictions  to  enroll 
in  a  health  plan. 

They  are  being  singled  out,  and  we  know  that  the  reason  they 
are  being  singled  out  is  purely  politics.  The  White  House  doesn't 
want  people  to  think  that  they  are  giving  any  special  preference  to 
Federal  employees,  and  so  they  are  treating  Federal  employees  dif- 
ferently than  they  would  treat  any  other  employee  group. 
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This  plan  takes  the  Federal  Employees  Health  Benefits  Plan  and 
goes  in  the  other  direction.  It  figures  what  is  good  for  the  feds  is 
good  for  America.  If  it  is  working  for  us,  let's  make  this  kind  of 
plan  available  for  the  American  people.  And  that  is,  in  essence,  the 
guiding  force  behind  the  Managed  Competition  Act. 

With  regard  to  reimbursement,  it  is  going  to  work  out  very  con- 
sistently with  the  75  percent  employer  contribution  under  FEHBP. 
If  you  choose  the  highest  cost  plan,  you  may  have  to  pay  some- 
thing. But  the  employer's  cost  will  be  about  75  percent  and  very 
few  employees  would  be  paying  more  than  25  percent  in  total  pre- 
miums and  deductibles  and  copayments  out  of  pocket. 

I  know  that  I  am  alone  on  this  in  terms  of  supporting  the  Man- 
aged Competition  Act  versus  the  White  House  plan.  But  I  was  a 
Federal  employee  for  15  years  and  I  worked  on  entitlement  pro- 
grams in  the  Budget  Office  for  several  years.  I  won't  go  into  all  my 
background,  but  I  think  I  have  enough  background  to  give  it  a  fair 
amount  of  analysis,  and  that  analysis  is  unclouded  by  political  con- 
sideration. 

Well,  I  can't  say  totally  unclouded,  but  I  think  my  feelings  are 
strong  enough  to  rise  above  political  considerations.  Clearly  it 
would  be  more  politic  to  go  along  with  the  Federal  employee 
unions.  I  don't  think  the  Federal  employee  unions  are  correct  in 
their  decision  on  which  plan  to  support,  Mr.  Chairman. 

Chairman  Ford.  I  don't  want  to  prolong  this  discussion  because 
there  are  other  people  with  questions.  But  let  me  call  your  atten- 
tion to  pages  70  and  71  of  the  bill.  Please  take  a  look  at  it  and  read 
the  various  sections  about  amnesty  and  you  will  find  a  definition 
of  preexisting  condition.  Anything  for  which  there  was  treatment 
within  three  months  before  the  time  that  you  switch  plans  becomes 
a  preexisting  condition  in  insurance  language,  and  therefore  not 
covered. 

Mr.  MORAN.  Mr.  Chairman,  it  only  applies  to  free  riders.  This  is 
the  "free  rider"  provision.  You  can't  have  a  free  ride  and  then  when 
you  suddenly  need  health  insurance  to  then  be  able  to  get  it  imme- 
diately. 

Chairman  FoRD.  Well,  here  is  the  six  months  transitional  am- 
nesty. At  the  time  of  initial  enrollment  you  have  given  them  six 
months  to  get  into  the  plan. 

Now,  a  period  of  continuous  coverage  is  dealt  with  in  two  bites. 
First,  the  period  of  continuous  coverage  means  the  period  begin- 
ning on  the  date  an  individual  is  enrolled  under  an  AHP  and  ends 
on  the  date  the  individual  not  so  enrolled  for  a  continuous  period 
of  more  than  three  months.  So  a  three-months  break  breaks  the 
continuity  or  the  portability  that  now  exists  for  Federal  employees. 

If  you  can  give  us  a  better  construct  than  that,  we  will  examine 
it.  But  we  think  without  fooling  around  with  that  and  keeping  it 
clean,  the  right  to  be  free  of  an  insurance  company's  claims  that 
the  Federal  employees  have  now  is  a  better  way  to  deal  with  them. 

Mr.  MORAN.  But  we  leave  the  Federal  Employees  Health  Benefits 
Plan  alone.  Ninety-five  percent  of  Federal  employees  are  covered  by 
it.  They  are  continue  to  be  covered  by  it.  Those  that  are  not,  except 
for  .005  of  1  percent,  those  who  are  not  are  covered  by  other 
spouse's  plans  and  more  generous  private  corporate  plans. 
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The  Federal  employee  is  going  to  stay  in  their  plan,  so  that  this 
"free  rider"  provision  isn't  even  going  to  apply.  I  don't  think  it  is 
even  relevant  to  the  issue  that  you  are  concerned  about. 

Chairman  Ford.  What  do  you  call  a  person  who's  laid  off  for  six 
months?  Is  he  a  free  rider? 

Mr.  MORAN.  But  they  will  keep  their  insurance  coverage. 

Chairman  Ford.  They  can  dig  into  their  voluminous  savings  as 
a  working  person  and  pay  their  own  health  insurance  for  six 
months  and  then  they  can  come  back  in. 

Mr.  MORAN.  Up  to  200  percent  of  poverty,  health  insurance  is 
subsidized.  With  no  income  it  is  free. 

Chairman  FORD.  Well,  see  if  you  have  a  plan  with  universal  cov- 
erage and  everybody  has  to  get  in  you  don't  have  free  riders.  That 
is  the  essence  of  the  guiding  principle  in  trying  to  write  this  or  the 
single-payer  plan.  You  don't  leave  any  free  riders  out  there.  You 
don't  let  the  same  people  who  are  free  riders  in  the  present  system 
continue  to  be  free  riders. 

The  employer  now  in  my  district  who  is  not  providing  health  care 
is  being  subsidized  to  the  tune  of  about  17  percent,  on  average,  in 
every  hospital  in  my  district  by  the  other  employers  that  do  provide 
health  insurance,  because  the  cost  of  taking  care  of  these  unin- 
sured employees  is  shifted  over.  There  are  all  kinds  of  free  rides 
going  on  at  the  present  time. 

The  young  person  who  chooses  not  to  opt  into  health  insurance 
because  they  have  no  sense  of  mortality  and  no  need  for  it,  unless 
they  are  interested  in  child-bearing  expenses,  stays  out  and  that 
makes  it  more  expensive  for  everybody. 

This  is  a  big  difference.  The  only  two  plans  that  I  have  seen  that 
throw  everybody  into  the  same  lifeboat  and  say  you  can't  bail  your 
end  of  the  lifeboat  and  leave  somebody  else  out,  is  single-payer  and 
the  President's  plan. 

Mr.  MoRAN.  So  that  is  the  principal  source  of  your  objection.  It 
is  people  who  would  be  RIFed.  Not  Federal  retirees,  but  it  is  people 
who  would  be  RIFed  from  the  Federal  Gk)vernment  who  would  not 
have  the  ability  to  continue  the  coverage,  presumably. 

Chairman  FoRD.  They  have  no  continuity.  When  they  come  back 
they  start  over  again. 

Mr.  MORAN.  Well,  we  think  by  covering  up  to  200  percent  of  pov- 
erty that  we  would  cover  anybody  that  has  no  source  of  income 
coming  in. 

Chairman  FORD.  Do  you  know  of  any — other  than  Aetna,  which 
had  an  unfortunate  experience  with  adverse  selection  by  getting  an 
older  population,  do  you  know  if  any  of  the  Federal  Employee 
Health  Benefit  Plans  have  gone  broke? 

Mr.  MORAN.  No. 

Chairman  FoRD.  Well,  the  insurance  companies  will  tell  you  it 
is  impossible  to  let  people  change  from  plan  to  plan  every  year 
without  regard  to  preexisting  conditions.  You  can  shop  the  best 
psychiatric  plan,  if  that  is  the  problem  your  family  has.  You  shop 
the  best  surgical  plan  if  that  is  the  problem  your  family  has.  Fed- 
eral employees  have  a  very  unique  kind  of  advantage  in  that  re- 
gard and  the  people  writing  Federal  employee  health  benefits  have 
been  able  to  survive  and  make  a  profit. 
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The  insurance  industry  will  tell  you  very  quickly  that  that  can't 
be  done,  and  that  is  what  they  object  to  in  the  President's  plan  in 
saying  that  you  won't  let  us  take  into  account  preexisting  condi- 
tions. 

All  of  these  little  items  sum  up  to  a  total  of  what  you  are  going 
to  do  to  a  group  of  people  when  you  throw  them  out  there,  and  I 
will  be  glad  to  work  with  you,  and  I  know  Mr.  Clay  will,  to  reas- 
sure you  at  every  step  of  the  way  that  we  are  not  doing  anything 
to  disadvantage  Federal  employees.  I  have  to  do  the  same  thing 
with  my  auto  workers,  who  if  they  work  for  the  Big  Three  have 
fully  paid  health  insurance. 

Mr.  MORAN.  I  understand. 

Chairman  Ford.  And  I  have  to  assure  them  we  are  not  going  to 
give  them  benefits  that  are  less  than  they  have  and  it  is  not  going 
to  cost  them  more  money  than  it  is  costing  them  now. 

Mr.  MORAN.  But  we  don't  allow  any  rejection  for  preexisting  con- 
ditions. 

But  you  know,  one  last  point  I  would  like  to  make.  Hawaii  has 
the  plan  that  you  are  supporting,  you  and  Mr.  Clay,  and  yet  they 
still  have  the  same  proportion  of  noncoverage  as  the  Federal  Em- 
ployees Benefit  Plan.  They  have  about  96  percent  who  are  not  cov- 
ered. 

But  I  don't  want  to  belabor  this.  I  appreciate  your  comments  and 
your  concern. 

Thank  you,  Mr.  Chairman. 

Chairman  FORD.  Mr.  Owens,  do  you  have  a  question  for  the 
panel? 

Nobody  is  picking  on  Jill  Long. 

Mrs.  ROUKEMA.  Mr.  Chairman? 

Chairman  Ford.  You  want  to  pick  on  Jill  Long? 

Mrs.  RouKEMA.  No,  I  don't  want  to  pick  on  Jill  Long.  I  want  to 
pick  on  Fred  Grandy  and  Jim  Cooper. 

Chairman  Ford.  Oh,  I  got  a  volunteer,  Jill.  I  will  try  to  get  us 
out  of  here  before  we  get  to  him. 

The  gentlelady  from  New  Jersey  is  recognized. 

Mrs.  RoUKEMA.  Well,  I  don't  know  when  Mr.  Cooper  will  be  back, 
but  perhaps  Mr.  Grandy  or  some  other  member  of  the  committee 
can  address  themselves  to  my  questions. 

In  the  first  place,  I  do  want  to  ask  unanimous  consent  to  include 
in  the  record  a  letter  that  appears  today  in  the  Washington  Post, 
signed  by  Governor  Campbell  of  South  Carolina  and  Governor 
Hunt  of  Vermont,  which  disclaim  the  false  impression  that  the 
Governor's  association  has  endorsed  the  Cooper  bill,  and  they  out- 
line their  reasons  for  not  giving  endorsement  to  the  Cooper  bill. 

They  do  acknowledge  that  there  are  certain  elements  of  it  that 
they  favor,  but  the  National  Governors  Association,  I  believe  some- 
one testified  that  they  were  in  support  of  or  endorsing  the  Cooper 
bill.  I  want  that  included  in  the  record  that  they  are  not. 

[The  letter  follows:] 
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A28  THtitsDAY.M*iiai  3,1994 


Tm  W*s«pcTON  Post 


Ct|e  toaelimgtoit  fost  | 

AN     INDEPENDENT     NEWSPAPER  ; 

LETTERS  TO  THE  EDITOKi 


Governors  and  the  Cooper  Bill 


The  National  Governors'  Associa- 
tion wants  to  correct  an  erroneous 
impressior  that  the  nation's  governors 
have  endorsed  the  Cooper  health  re- 
form bill.  The  front-page  story  'TJp- 
stagmg  the  President;  Rep.  Cooper  and 
His  Bill  Grab  the  Umelight"  (Feb.  3) 
said  that  the  NGA  had  "endorsed  ele- 
ments of  health  reform  that  are  strik- 
ingly similar  to  Cooper's,  although  they 
did  not  embrace  his  plan  by  name." 

While  there  is  some  common  gnxaid,' 
there  are  striking  differences  between 
NGA's  health  reform  policy  and  the 
Cooper  bill.  The  Cooper  bill  is  funda- 
mentally a  federal  system.  NGA  sup- 
f  ports  a  federal  framework  with  substan- 
tial state  flexibility.  In  additwo,  the 
Cooper  bill  wouW  shift  the  cost  of  long- 
term  care  to  states  m  exchange  for  the 
federal  takeover  of  the  acute-care  por- 
boo    of    Medicaid,    which    goverocts 


strongly  oppose.  These  are  two  of  the 
most  fundamental  issues  fw  governors. 
It  is  fair  to  say  that  both  Repubbcan 
and  Democratjc  governors  befieve  that  a 
compromise  oo  health  care  reform  legis* 
latkn  is  possibie  usmg  difierent  elements 
d  the  several  biDs  now  before  Congress. 
However,  neither  the  governors  as  a 
group  DOT  the  NGA  has  endorsed  any  bSLj- 
We  have  suggested  the  mmnnum  compo- 
nents of  any  acceptable  reform  biB.  Some 
of  these  are  consistent  with  the  Cooper 
bill,  but  many  are  noL 

CARROLL  A.  CAMPBELL  JR. 


HOWARD  DEAN 

Vcf  ChurttuR 


Washmgton 
Gov.    Campbell   is   a   Republican   of 
South  Carolina.  Gov.  Hunt  is  a  Demo- 
\  crat  of  Vermont. 
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Mrs.  ROUKEMA.  I  also  want  to  say  that  I  am  going  to  restrain 
myself  from  some  of  my  usual  rhetoric  and  try  to  get  to  something 
specific,  with  one  exception.  Because  I  happen  to  know  Dr.  Koop 
quite  well  and  have  conferred  with  him  over  time  on  health  care 
issues,  I  am  not  sure  in  what  context  Dr.  Koop  said  that  many  peo- 
ple or  most  people  have  too  much  health  insurance.  I  don't  know 
what  he  meant  by  that,  and  maybe  Mr.  Grandy  would  like  to  com- 
ment on  it  further. 

But  I  do  know.  Dr.  Koop  is  one  of  the  knowledgeable  people  in 
this  country  who  clearly  defines  distinctions  between  some  man- 
aged competition  HMOs  and  others,  and  he  puts  it  this  way.  I  am 
now  paraphrasing.  There  are  HMOs  and  there  are  HMOs  and  some 
are  excellent  in  terms  of  dealing  with  cost-cutting  and  delivering 
high  quality  care.  But  there  are  many,  many  others  that  only  cut 
those  costs  by  rationing  and  limiting  care,  and  he  would  go  on  to 
define  his  distinctions  there.  And  this  is  what  I  am  concerned 
about,  you  know. 

I  know  all  the  warm  and  fuzzy  rhetoric  about  what  managed 
competition  can  bring,  and  we  can  empower  people  to  shop  for 
health  care.  But  when  you  translate  that  into  many  people's  experi- 
ences it  results  in  doctors  and  patients  haggling  for  hours  with  in- 
surance agents  and  bureaucrats,  and  that  is  what  I  would  like  to 
go  beyond  here. 

I  do  want  to  ask  Mr.  Cooper  or  Mr.  Grandy  if  they  could  submit 
for  me,  because  I  didn't  understand  it  in  the  context  of  the  testi- 
mony, how  they  quantify  the  $54  billion  middle-class  tax  cut  that 
they  said  comes  back  to  consumers  under  the  plan  of  limiting  the 
tax  preference.  I  don't  understand  that,  and  I  think  that  should  be 
put  in  writing  for  us. 

Mr.  Grandy.  Would  you  like  me  to  explain  it  to  you,  Mrs.  Rou- 
kema? 

Mrs.  RouKEMA.  Fine. 

Mr.  Grandy.  Would  you  like  me  to  write  you  a  letter? 

Mrs.  RouKEMA.  Yes.  I  would  appreciate  that. 

But  the  specific  question  I  want  to  ask  now,  Mr.  Grandy,  and 
any  other  member,  it  seems  to  me  that  with  all  the  open  questions 
on  both  your  bill  as  well  as  the  President's  bill,  and  even  some  of 
the  Republican  proposals,  would  there  be  anything  wrong,  in  your 
opinion,  with  taking  the  first  step  knowingly  and  sa3dng  this  year 
we  are  going  to  deal  with  comprehensive  insurance  reform  and 
then  take  it  beyond  that  next  year  and  get  into  some  of  the  more 
intricate  details?  Is  that  self-limiting,  Mr.  Grandy,  or  what  is  your 
reaction? 

Mr.  Grandy.  Well,  I  would  ask  what  comprehensive  insurance 
reform  constitutes.  Are  you  talking  about  guaranteed  issue? 

Mrs.  ROUKEMA.  Yes. 

Mr.  Grandy.  All  right. 

Mrs.  RouKEMA.  And  guaranteed  issue 

Mr.  Grandy.  And  eliminating  preexisting  conditions? 

Mrs.  RouKEMA.  Exactly.  And  the  portability  issue.  The  part  that 
is  far  more  complex  and  troubling  is  the  relationship  to  part-time 
employees.  You  know,  I  don't  know  if  anybody  has  really  addressed 
that.  But  there  is  a  growing  problem  in  this  country  by  hiring  part- 
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timers  that  employers  are  avoiding  and  that  is  adding  to  the  prob- 
lem of  the  health  care  crisis  as  we  know  it. 

Mr.  Grandy.  Well,  I  have  no  problem  with  enacting  guaranteed 
issue  and  portability  and  eliminating  material  preexisting  condi- 
tions. I  don't  know  if  there  is  a  health  care  bill  out  there  that 
doesn't  do  that.  But  we  have  kind  of  lashed  ourselves  to  these 
terms  without  realizing  that  behind  the  meaning  is  going  to  be  a 
requirement  probably  to  specify  some  kind  of  basic  benefit  that  you 
carry  with  you. 

I  mean  what  is  going  to  be  portable?  Is  it  going  to  be  a  very  com- 
prehensive benefit  that  might  include  everything  from  basic  hos- 
pitalization to  in  vitro  fertilization,  or  is  it  going  to  be  some  kind 
of  either  government  specified  and  congressionally  agreed  to  pack- 
age or  some  combination  thereof? 

The  more  you  get  into  insurance  reform,  the  more  you  find  your- 
self pulled  into  the  debate.  And  assuming  we  could  reach  that  deci- 
sion, fine.  But  one  of  the  things  that  we  uncovered  in  our  GOP  task 
force  when  we  were  talking  about  trying  to  just  do  insurance  re- 
form was  that  we  could  not  just  do  insurance  reform.  We  had  to 
kind  of  decide  what  we  were  going  to  insure  and  what  we  weren't. 

And  once  you  start  making  those  choices  I  think  the  legislative 
process  is  more  protracted.  That  is  why  I  am  not  completely  opti- 
mistic that  we  are  just  going  to  be  able  to  knock  out  guaranteed 
issue  and  eliminate  preexisting  conditions. 

If  you  do,  Mrs.  Roukema,  the  problem  is  it  is  going  to  get  more 
expensive  first  before  it  gets  cheaper,  because  you  are  putting  more 
people  into  the  svstem  and  those  people  tend  to  need  more  health 
care.  So,  if  you  do  that  you  are  going  to  have  some  kind  of  brake 
on  the  system  or  you  will  probably  see  health  care  costs  go  up. 

Mrs.  Roukema.  I  agree  with  that  last  statement,  but  you  are 
paying  for  those  additional  people  either  through  a  direct  tax  sub- 
sidy paid  for  by  the  taxpayers  and  limiting  care  under  existing 

Mr.  Grandy.  Yes.  Right  now  you  are  paying  for  it  because  they 
are  uncompensated  care.  But  if  you  put  them  into  some  kind  of  in- 
surance pool,  the  cost  of  the  pool  would  go  up  because  their  bene- 
fits would  probably  cost  you  more. 

Mrs.  Roukema.  We  will  take  this  further  at  another  time,  but 
that  is  a  good  opening  to  the  discussion. 

Did  Mr.  Moran  want  to  comment? 

Mr.  MoRAN.  No,  that  is  fair. 

I  do  think  that  if  you  have  any  insurance  reform  you  really  ought 
to  enable  small  businesses  to  pool,  because  that  is  one  of  the  worst 
things  right  now.  One  of  the  principal  reasons  why  we  have  so 
many  people  uninsured  is  because  they  are  working  for  small  busi- 
nesses, and  small  businesses  are  pajang,  on  average,  35  percent 
higher  premium  than  a  larger  size  business.  So  that  would  have  to 
be  an  integral  element  of  insurance  reform. 

Mrs.  Roukema.  I  am  glad  you  made  that  point.  That  is  excellent. 

Thank  you  very  much,  Mr.  Chairman. 

Chairman  Ford.  Mr.  Owens? 

Mr.  Owens.  Mr.  Chairman,  I  have  an  opening  statement  which 
I  will  submit  for  the  record. 

Chairman  FoRD.  Without  objection,  it  will  be  inserted  in  full  in 
the  record. 
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Mr.  Owens.  I  want  to  highlight  one  part  of  that  statement,  how- 
ever, related  to  people  with  disabilities. 

Three  elements  of  H.R.  3222  also  have  the  potential  to  inflict  tre- 
mendous harm  on  individuals  with  disabilities.  First,  long-term 
care  and  prescription  drugs  are  among  the  benefits  most  needed  by 
individuals  with  disabilities.  They  are  expensive  and  thus  unlikely 
to  be  included  as  part  of  the  cheapest  health  plan  available.  A  re- 
sult would  be  that  individuals  with  disabilities  would  have  to  pay 
for  these  services  out  of  pocket  without  taking  any  tax  deductions 
under  your  plan. 

Second,  the  bill  would  allow  for  preexisting  condition  exclusion 
periods  for  up  to  6  months,  as  we  have  just  discussed.  For  an  indi- 
vidual with  a  disability  that  could  mean  the  difference  between  life 
and  death. 

Third,  the  bill  will  shift  the  cost  of  long-term  care  not  now  cov- 
ered by  Medicaid  to  the  States.  However,  the  bill  would  not  require 
the  States  to  offer  long-term  care  to  people  with  disabilities. 

As  Chairman  of  the  Subcommittee  on  Select  Education  and  Civil 
Rights  I  think  it  is  important  to  take  note  of  these  deficiencies  in 
your  plan. 

I  would  like  to  ask  one  question.  That  is  hospitals  now  receive 
about  $15  billion  annually  in  Medicaid  disproportionate  share  pay- 
ments to  pay  for  uncompensated  care.  Under  the  Cooper  plan  these 
payments  are  eliminated. 

What  will  hospitals  do?  How  are  these  hospitals  going  to  survive? 
Millions  of  Americans  will  remain,  under  your  plan,  without  health 
coverage.  Hospitals  in  all  parts  of  the  country  are  going  to  have  to 
continue  to  provide  care  for  uninsured  people.  What  do  you  propose 
to  deal  with  this  problem? 

Mr.  Grandy.  Mr.  Owens,  the  disproportionate  share  in  Medicaid 
is  converted  to  a  low  income  subsidy  for  people  all  the  way  up  to 
200  percent  of  poverty  and  is  used  to  offset  their  cost  of  care.  Rath- 
er than  paying  the  hospital  it  would  go  to  the  potential  beneficiary. 
So,  in  a  sense  we  direct  the  acute  care  portion  of  Medicaid  and  use 
those  dollars  to  provide  the  subsidy,  the  idea  being  that  the  hos- 
pital wouldn't  need  the  disproportionate  share  payment  because 
those  people  wouldn't  be  uncompensated  anymore.  That  is  the 
whole  theory  behind  the  plan. 

Mr.  Owens.  That  is  great  for  those  who  are  eligible  for  Medicaid. 
What  about  all  the  other  uninsured  that  the  hospitals  have  to 
cover? 

Kings  County  Hospital  in  my  district,  45  percent  of  the  people 
have  no  insurance  at  all.  Most  of  the  older  patients  that  they  have 
are  covered  by  Medicaid.  It  is  in  a  very  poor  area,  but  45  percent 
have  no  insurance  at  all. 

Mr.  Grandy.  Well,  as  I  said,  this  subsidy  is  for  those  below  200 
percent  of  poverty,  so  it  stretches  beyond  the  Medicaid  threshold 
right  now. 

I  might  point  out  that  the  President's  plan  only  goes  to  150  per- 
cent of  poverty.  So  indeed  we  are  probably  enfranchising  more  low 
income  individuals  in  our  plan  at  the  outset  than  the  President's 
plan. 
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Mr.  Owens.  The  President's  plan  covers  other  people  in  other 
ways.  Everybody  is  covered  under  the  President's  plan.  Your  plan 
is  not  the  same.  You  don't  cover  everybody. 

Mr.  Grandy.  Well,  I  guess  I  would  say  we  are  decoupling  from 
welfare,  so  we  are  covering  other  people  too.  But  I  would  think  in 
terms  of  the  populations  most  at  risk,  the  Managed  Competition 
Act  probably  moves  faster  towards  insuring,  or  at  least  providing 
the  tools  to  get  insurance  faster  than  the  President's  bill. 

Mr.  Owens.  Do  you  have  an  estimate  of  who  you  leave  out?  How 
many  people? 

Mr.  Grandy.  What  do  you  mean  by  leave  out  in  people  who 
wouldn't  buy  insurance?  People  who  would  not  use  the  subsidy? 

Mr.  Owens.  People  not  up  to  200  percent. 

Mr.  Grandy.  Up  to  200  percent 

Mr.  Owens.  They  don't  qualify. 

Mr.  Grandy.  Well,  if  you  go  up  to  200  percent  of  poverty — what 
is  the  income  threshold? 

Mr.  MORAN.  It  varies  by  State,  actually.  But,  you  know 

Mr.  Owens.  You  are  going  to  cover  it  by  the  State,  you  said? 

Mr.  MORAN.  An  important  point  to  emphasize  is  that  the  number 
of  people  covered  by  Medicaid  within  the  200  percent  of  poverty 
that  is  included  in  the  MCA  plan  is  50  percent.  We  double  the 
number  of  people  who  will  get  full  coverage  up  to  100  percent,  and 
then  it  is  graded  up  to  200  percent. 

Mr.  Owens.  Do  you  have  an  estimate  of  how  many  you  will  leave 
out? 

Mr.  MoRAN.  A  lot  more  people  that  will  have  Federal  subsidized 
health  insurance. 

Mr.  Owens.  In  your  calculations  you  are  pretty  precise  that  you 
double  it.  Do  you  have  any  estimate  as  to  how  many  are  still  left 
out?  Are  not  covered  at  all? 

Mr.  Moran.  Well,  within  200  percent,  we  know  that  only  about 
50,  approximately  50  percent  actually  are  enrolled  within  Medicaid, 
and  we  would  anticipate  that  virtually  100  percent  of  people  up  to 
200  percent  would.  Now  some  will  make  irrational  economic  deci- 
sions, but  once  they  go  into  a  hospital  they  would  be  encouraged 
and  led  through  the  process  of  getting  their  insurance  coverage. 

Mr.  Owens.  All  right.  I  will  pursue  it  further  with  some  more 
questions  in  writing  to  the  gentleman.  I  think  we  have  to  go  vote. 

Mr.  MORAN.  Fred,  did  you  want  to  elaborate  on  that? 

Mr.  Grandy.  I  don't  think  there  is  much  more  to  elaborate,  ex- 
cept that  there  is  no  reason  why  anybody  would  be  uninsured  un- 
less they  made  the  conscious  effort  not  to  be  insured. 

Mr.  Owens.  Are  you  saying  your  plan  will  cover  everybody? 

Mr.  Grandy.  I  am  saying  that  the  plan  provides  the  opportunity 
to  be  covered  through  subsidies  so  that  every  family — and  I  would 
say  up  to  200  percent  of  poverty  is  probably  around  $28,000  for  a 
family  of  four.  So  the  subsidy  on  a  sliding  scale  would  stretch  out 
to  that  family. 

Now,  at  the  same  time  you  are  also  enjo5dng  full  exclusivity  of 
any  benefit  you  might  get  from  an  employer  that  he  did  not  pay 
for.  So,  in  a  sense,  the  opportunity  to  have  your  health  care  costs 
defrayed  are  probably  greater  certainly  under  our  plan  than  they 
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are  right  now,  and  perhaps  even  greater  than  they  would  be  under 
the  Clinton  plan.  Depending  on  the  size  of  the  package,  of  course. 

Mr.  Owens.  The  opportunities  are  certainly  greater  than  they 
are  right  now  but  you  would  not  have  universal  coverage.  You  don't 
pretend  to  have  universal  coverage. 

Mr.  Grandy.  Well,  I  won't — ^let  me  try  and  qualify  that,  Mr. 
Owens.  I  guess  I  would  have  to  acknowledge  that  what  we  guaran- 
tee in  our  bill  is  universal  access.  What  the  President  purports  to 
guarantee  is  universal  coverage. 

To  me,  universal  access  is  a  means  toward  the  end  of  universal 
coverage  and  I  would  rather,  I  think,  move  more  slowly  and  delib- 
erately towards  that,  have  fewer  cost  controls,  less  hemorrhaging 
of  Medicare,  and  move  in  a  more,  as  I  said,  deliberate  manner  than 
to  try  and  do  it  as  quickly  as  the  President  requires. 

Mr.  Owens.  You  would  achieve  universal  coverage  then  when? 
The  year  2000? 

Mr.  Grandy.  I  don't  know  exactly  when  we  would  achieve  uni- 
versal coverage.  In  the  year  2000,  I  am  not  sure.  Statistically,  we 
would  probably  achieve  it  roughly  about  the  same  time  as  the 
President.  But  it  depends  on  what  your  statistics  are. 

Mr.  Owens.  Thank  you. 

Chairman  FORD.  The  gentleman  from  Virginia. 

Mr.  Scott.  Mr.  Grandy,  I  think  it  is  the  Chairman's — Mr. 
Grandy,  the  Chairman  is  not  going  to  break  to  vote.  Are  you  will- 
ing to  stay? 

Mr.  Moran.  It  is  a  Journal  vote. 

Mr.  Grandy.  I  would  like  to  vote,  if  it  is  all  right,  Mr.  Chairman. 

Chairman  Ford.  Go  ahead.  I  will  wait  for  you. 

Mr.  Moran.  I  will  skip  the  Journal  vote.  There  is  ample  prece- 
dent for  that. 

Mr.  Scott.  Well,  Mr.  Moran,  you  have  the  benefits  for  children, 
preventive  care,  drug  rehabilitation,  long-term  care,  pharma- 
ceutical drugs,  mental  health.  The  coverage  of  all  of  those  benefits 
will  be  decided  by  the  Commission,  is  that  right? 

Mr.  Moran.  That's  correct.  There  will  be  broad  policy  guidelines 
emphasizing  preventive  and  primary  care,  but  the  specific  composi- 
tion of  that  preventive  primary  care  package  would  be  determined 
by  professional  medical  experts.  It  would  work  much  the  way  that 
the  NIH  panel  works  deciding  what  should  be  the  priorities  for 
Federal  health  research. 

Mr.  Scott.  The  affect  on  those  with  disabilities,  is  there  a  cap 
on  individual  lifetime  benefits  anywhere  in  this  plan? 

Mr.  Moran.  No.  There  is — I  think  there  is  in  the  President's 
plan,  isn't  there?  There  is  one  plan  that  has  a  cap  on  total  lifetime 
benefits.  Most  insurance  companies  have  such  a  cap  now.  We  don't 
have  one  in  our  plan. 

Mr.  Scott.  Would  there  be  effect  on  veterans  and  senior  citizens 
on  Medicare  now? 

Mr.  Moran.  Would  there  be  an  effect? 

Mr.  Scott.  Right. 

Mr.  Moran.  Yes.  Medicare  continues  under  the  Managed  Com- 
petition Act. 

Mr.  Scott.  Therefore  there  would  be  no  effect  on  those  presently 
on  Medicare? 
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Mr.  MORAN.  We  think  that  the  health  care  costs  are  going  to  go 
down  somewhat.  I  think  all  elderly  people  are  going  to  be  affected 
somewhat  by  any  health  care  plan,  and  certainly  by  the  relative 
level  of  the  cost  of  health  care. 

I  don't  think  that  Federal  retirees  would  be  affected,  certainly 
not  adversely.  I  don't  know  any  other  specific  way  that  they  would 
be  affected  other  than  there  will  be  a  greater  emphasis  upon  pre- 
ventive care. 

Mr.  Scott.  Okay. 

Mr.  MORAN.  Incidentally,  we  are  working  on  a  long-term  care 
benefit  that  would  be  a  very  important  element  but  it  is  not  refined 
at  this  point.  It  would  be  an  addendum,  though,  as  envisioned,  to 
this  plan. 

Mr.  Scott.  You  have  in  the  bill  a  prohibition  against  underwrit- 
ing. That  is,  you  can't — there  is  a  prohibition  against  underwriting. 

Mr.  MORAN.  That  is  correct. 

Mr.  Scott.  And  do  we  know  that  the  insurance  companies  will 
actually  write  in  certain  areas?  There  is  community  rating,  as  I  un- 
derstand it,  is  that  right? 

Mr.  MoRAN.  Um-hum. 

Mr.  Scott.  Will  the  rate  be  higher  in  some  communities  than 
others  as  is  presently  the  situation  in  automobile  insurance? 

Mr.  MORAN.  There  will  be  community  rating,  risk  adjustment. 
You  have  got  to  do  that  to  be  fair  so  that  you  can  have  adequate 
competition.  Insurance  companies  need  some  adjustment  by  the 
Health  Plan  Purchasing  Cooperatives.  That  was  one  of  the  basic 
elements. 

Mr.  Scott.  How  big  are  the  communities?  In  automobile  insur- 
ance some  areas,  some  ZIP  Codes,  for  example,  have  significantly 
higher  insurance  rates  than  nearby  ZIP  Codes.  Will  we  see  that 
same  kind  of  disparity  in  health  care? 

Mr.  MoRAN.  I  don't  believe  you  will.  You  will  not  have  as  large, 
generally  speaking — we  don't  expect  to  have  anywhere  near  as 
large  an  alliance  as  the  President  s  plan  envisions,  which  would  be 
probably  one  or  two  alliances  statewide.  In  other  words,  Virginia 
might  have  two  alliances.  We  would  anticipate  more. 

But  I  think  that  this  Managed  Competition  Act  is  a  substantial 
improvement  over  the  WTiite  House's  proposal  in  this  regard.  For 
example,  in  the  Washington  Metropolitan  Area,  everyone  is  going 
to  have  to  go  back  to  their  jurisdiction  of  residence.  This  plan  does 
not  split  Metropolitan  Statistical  Areas.  You  would  have  alliances 
that  are  regional  in  nature,  so  you  would  have  a  Washington  Met- 
ropolitan Alliance,  which  I  think  is  a  lot  more  reasonable  than  the 
President's  plan. 

You  know,  Medicare  has  geographical  variations  currently.  We 
would  retain  those.  So  I  think  the  answer  to  your  questions  basi- 
cally is  yes. 

Mr.  Scott.  Yes,  there  will  be  the  disparity. 

Mr.  MORAN.  No.  Well,  that  wasn't  your  question.  How  are  people 
going  to  be  treated?  The  point  that  needs  to  be  made  is  that  I  don't 
think  people  are  going  to  be  adversely  affected  by  any  kind  of  geo- 
graphical designation  of  these  alliances.  In  fact,  they  would  be  bet- 
ter treated  by  including  the  entire  Metropolitan  Statistical  Area 
than  forcing  them  to  be  segregated  according  to  State  of  residence. 
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And  we  have  these  metropoHtan  areas  all  over  the  country  that 
oftentimes  are  composed  of  two  or  three  individual  States.  They 
would  all  have  to  have  their  own  alliances  under  the  President's 
plan.  Under  our  plan  you  would  recognize  the  metropolitan  rela- 
tionship and  they  could  have  their  own  Health  Plan  Purchasing 
Cooperative  that  would  be  regionwide. 

Mr.  Scott.  Now,  as  I  understand  the — -just  very  quickly — the 
plan,  if  you  are  at  under  100  percent  of  poverty  you  are  totally  cov- 
ered? 

Mr.  MORAN.  That  is  correct. 

Mr.  Scott.  Is  that  with  Medicaid — is  Medicaid  still  in  existence? 

Mr.  MoRAN.  No,  Medicaid  gets  incorporated  into  that.  You  take 
the  stigma  of  Medicaid  away.  People  are  going  to  have  health  in- 
surance coverage  without  being  designated  as  welfare  recipients.  It 
is  just  their  health  insurance  coverage,  if  you  can't  possibly  afford 
it,  then  people  under  100  percent  of  poverty,  we  don't  think  can 
possibly  afford  it,  the  Federal  Grovemment  pays  for  it  in  its  en- 
tirety. 

Mr.  Scott.  And  can  we  get  an  idea  of  what  the  subsidy  would 
be  at  various  levels? 

Mr.  MORAN.  Sure. 

Mr.  Scott.  At  199  percent  of  poverty,  obviously,  it  is  almost 

Mr.  MORAN.  Yes,  but  let  me  explain  that  to  you.  At  125  percent 
of  poverty  you  would  get  a  75  percent  subsidy;  at  150  it  is  a  50  per- 
cent; at  175  it  is  25  percent;  at  200  percent  it  is  zeroed  out  entirely. 

But  you  would  still  get  your  deduction  which  you  don't  get  now. 
Very  few  people  ever  get  the  advantage  of  that  IV2.  percent  cutoff 
of  point.  So  very  few  people  get  any  deduction  for  their  health  care 
cost. 

Under  our  plan  you  would  get  100  percent  tax  deduction  for  the 
minimum  standard  benefits  package,  which  in  many  cases  is  going 
to  substantially  improve  the  djoiamics  of  purchasing  insurance, 
particularly  for  people  who  are  self-employed  or  in  small  busi- 
nesses. 

Mr.  Scott.  And  finally,  on  your  choice  of  various  plans,  how 
much  freedom  of  choice  is — ^you  have  a  list  of  plans.  You  pay  more 
for  the  higher  priced  plans  or  you  would  have  a  deduction,  a  lim- 
ited deduction  for — no  deduction  for  the  value  of  the  plan  above 
that. 

Mr.  MoRAN.  Well,  that  is  right.  The  deduction  only  applies  to  the 
minimum  standard  benefits  package.  Whatever  plan  offers  what 
this  Health  Care  Standards  Commission  says  is  the  minimum  that 
needs  to  be  offered,  preventive,  primary  care,  et  cetera.  Any  frills 
in  addition  to  that,  you  don't  get  any  tax  deduction,  no  tax  break 
for  that. 

Mr.  Scott.  And  the  break  would  be  the  amount  of  the  cost  of  the 
lowest  plan  for  that  year? 

Mr.  MoRAN.  That  is  correct.  But  it  is  also  important  to  under- 
stand the  dynamics  here.  We  don't  think  that  insurance  companies 
are  going  to  be  anxious  to  be  that  lowest  cost  plan.  They  are  not 
going  to  want  to  underwrite  the  rest  of  the  market  to  pick  up  this 
number  of  people  because  they  are  going  to  go  out  of  business  very 
soon.  So  I  think  they  will  be  forced  by  the  d3niamics  of  the  market- 
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place  to  offer  a  plan  that  is  reasonably  consistent  with  the  market- 
place and  what  other  insurance  companies  would  be  able  to  offer. 

So  the  benefit,  the  tax  deduction  benefit  is  going  to  be  signifi- 
cant. 

Mr.  Scott.  And  can  you  just  say  a  word  about  how  portability 
is  handled  when  you  change  from  one  company  to  the  next?  For  ex- 
ample, if  you  switch  jobs? 

Mr.  MORAN.  Absolutely.  But  we  have  the  expert  here.  Mr.  Cooper 
has  just  joined  us,  so  I  am  going  to  turn  it  over  to  Jim  as  the  au- 
thor of  this,  and  I  know  he  will  do  a  more  articulate  job. 

Mr.  Scott.  I  would  like  to  thank  my  colleague  from  Virginia. 
You  have  done  an  excellent  job  in  responding  to  the  questions. 

Mr.  MORAN.  I  appreciate  your  asking  questions  that  brought  out 
the  benefits  of  our  plan,  Mr.  Scott,  as  well.  Thank  you. 

Mr.  Cooper.  I  appreciate  my  colleague  Congressman  Moran  not 
only  for  his  brave  and  strong  cosponsorship  of  our  proposal  but  for 
his  leadership  in  many  health  care  issues  over  the  years. 

And  I  am  sorry  that  I  was  detained  in  the  Public  Works  Commit- 
tee hearing  because,  unbelievably,  they  are  thinking  about  repeal- 
ing motorcycle  helmet  laws  over  there  and  automobile  seat-belt 
laws,  which  in  a  year  of  health  care  reform  would  be  a  terrific  step 
backwards.  But  there  are  a  lot  of  different  health  care  issues  we 
have  to  face. 

On  the  portability  question,  our  bill  is  just  as  good  as  the  Presi- 
dent's bill.  We  are  basically  wanting  the  individual  employee  to 
pick  out  their  favorite  health  plan,  and  that  company  would  no 
longer  have  the  right  to  cancel  a  policy  or  to  raise  the  rate. 

Your  health  care  experience,  your  employment  experience  is  ir- 
relevant. It  is  not  the  company's  business,  and  we  think  that  that 
is  a  very  important  and  positive  reform  because  it  is  a  mobile  coun- 
try, benefits  should  be  portable.  They  should  have  been  portable 
years  and  years  ago.  We  need  to  end  job-lock,  and  we  think  under 
this  menu-based  system  that  we  share  with  the  Clinton  proposal, 
with  the  Chafee  proposal  and  some  others.  Federal  employees  have 
had  it  for  33  years  now. 

Mr.  Scott.  So,  if  you  have  a  job,  you  develop  a  preexisting  condi- 
tion, and  you  change  jobs,  you  are  no  longer  subject  to  job-lock, 
who  would  cover  you  after  you  switch  jobs? 

Mr.  Cooper.  You  get  the  same  group  rate  and  you  can  carry  your 
policy  with  you  wherever  you  go. 

Mr.  Scott.  So  once  you  get  a  policy  you  can  keep  it? 

Mr.  Cooper.  See  everyone  in  America  will  be  able  to  get  the  fed- 
erally defined  basic  benefits  package.  That  will  be  uniform  nation- 
wide. No  State  in  America,  no  city  or  town  could  have  a  sub- 
standard benefits  package.  Every  package  would  have  to  meet  that 
standard.  We  think  that  preexisting  condition  limitations  should  be 
banned,  your  own  health  history  should  be  irrelevant  in  the  proc- 
ess, that  it  is  not  your  fault  if  you  get  cancer,  and  you  shouldn't 
be  discriminated  against  by  insurance  companies  as  a  result. 

Mr.  Scott.  Well,  obviously,  if  you  developed  a  preexisting  condi- 
tion whoever  covers  you  after  that  is  going  to  be  taking,  suffering 
a  loss.  Is  it  your  present  company  or  the  one  you  join  after  you 
switch  jobs? 
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Mr.  Cooper.  See  every  insurance  company  would  have  to  offer 
near  community  rating  to  all  people.  Then  if  they  ended  up  with 
an  undue  number  of  unhealthy  people,  they  would  not  be  penalized 
for  that  under  the  risk  adjustment  mechanism,  which  is  not  only 
in  my  bill,  but  it  is  also  in  the  President's  bill. 

Companies  would  actually  be  rewarded  for  treating  the  sick,  and 
companies  would  be  punished  if  they  saw  an  undue  number  of 
young,  healthy,  wealthy  people.  Because  the  old  insurance  practice 
of  skimming  the  cream  off  the  market,  of  picking  all  the  cherries 
off  the  tree  has  got  to  stop.  Our  bill  stops  it,  just  as  the  President's 
bill  stops  it. 

We  have  substantially  the  same  insurance  reforms  as  are  in  the 
President's  package.  They  are  also  in  the  Chafee  package.  They  are 
in  a  number  of  these  packages  including  a  lot  of  them  are  in  the 
Nickles-Stearns  package.  So  there  is  remarkable  consensus  be- 
tween parties  on  these  small  group  insurance  reforms.  We  think  it 
is  a  very  important  and  positive  step  forward  that  we  can  make  to 
ban  preexisting  condition  limitations,  to  ban  experience  rating,  and 
to  make  a  near  community  rated  insurance  product  available  for  all 
of  our  citizens. 

Mr.  Scott.  Thank  you,  Mr.  Chairman. 

Chairman  Ford.  Jim,  while  you  were  out,  Fred  Grandy  said 
something  that  has  me  a  little  bit  confused,  and  I  feel  I  should  give 
you  the  chance  to  straighten  it  out  for  us.  In  describing  how  the 
bill  handles  Medicare,  it  turns  Medicare  into  a  program  that  in- 
stead of  making  payments  directly  to  health  care  providers  would 
make  payments  to  people  and  then  they  would  use  that  money  to 
buy  insurance. 

Now,  for  a  long  time  I  have  read  study  after  study  that  says  that 
under  the  present  existing  system  one  of  the  real  problems  is  that 
between  30  and  33  percent  of  the  close  to  a  billion  dollars  a  year 
that  comes  out  of  our  economy  for  health  care  goes  to  what  you 
could  call  roughly  insurance  overhead — profit,  advertising,  manage- 
ment, sales,  ^1  the  other  things  that  have  the  insurance  company 
handle  my  money  and  pay  my  doctor. 

Why  would  it  be  to  our  advantage  to  give  someone  who  is  pres- 
ently covered  by  Medicaid  the  money  to  go  out  into  the  market  and 
buy  insurance?  Why  not  continue  to  pay  providers  directly?  Why 
insert  between  the  Federal  taxpayer  and  the  provider  of  services  to 
poor  people  a  profit-making  company,  whether  it  is  called  insur- 
ance or  HMO  or  anything  else? 

Mr.  Cooper.  Mr.  Chairman,  I  think  you  meant  to  say  Medicaid, 
the  program  for  the  poor. 

Chairman  Ford.  First  of  all,  is  that  a  correct  interpretation  of 
what  would  happen?  It  is  what  I  understood  Fred  to  say. 

Mr.  Cooper.  The  Chairman  means  Medicaid,  the  program  for  the 
poor,  and  we  do  buy  in  low  income  people  into  the  same  health 
plans  that  other  Americans  belong  to.  We  think  this  is  a  very  im- 
portant and  positive  reform  because  today  there  are  many  doctors 
who  refuse  to  see  Medicaid  patients. 

Why?  The  government  systematically  reimburses  them  at  below 
cost.  Many  doctors  today  are  turning  their  backs  on  the  poor. 
Under  our  approach  we  would  buy  in  the  poor  and  the  near  poor 
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into  the  same  health  plans  that  well-off  Americans  belong  to  to  end 
the  two-tier  medical  system  in  this  country. 

Because  if  you  are  a  human  being  in  America  you  should  be 
treated  like  a  human  being  and  not  rejected  by  a  substantial  por- 
tion of  the  medical  community.  This  is  a  way  of  empowering  all 
citizens,  including  the  poor,  so  that  they  can  participate  in  the 
same  health  plans,  see  the  same  doctors,  that  rich  people  do. 

It  is  a  very  positive  reform  and  we  think  that  we  can  lower  in- 
surance overhead.  You  are  quite  right  to  point  out  that  in  today's 
system  a  great  amount  of  money  is  wasted  by  insurance  company 
paperwork,  overhead,  red  tape,  sales  calls,  a  whole  lot  of  things  like 
that. 

We  share  with  the  President  a  belief  that  managed  competition 
can  reduce  that  to  below  5  percent,  whereas  some  small  businesses 
today  are  paying  as  much  as  40  percent  in  unnecessary  overhead 
and  red  tape. 

The  President  does  believe  in  a  private  health  insurance  system. 
Now,  I  think  the  Chairman  may  have,  perhaps,  been  implying  per- 
haps his  own  preference  for  a  Canadian  system  or  a  single-payer 
system,  and  that  does  have  some  positive  arguments  in  its  behalf 
But  the  President  has  not  supported  that  approach. 

We  join  with  the  President  in  supporting  a  private  health  insur- 
ance system.  We  think  we  can  reduce  the  cost  of  administrative 
overhead  to  below  5  percent  to  get  the  waste  out  of  the  system. 

Chairman  Ford.  Thank  you. 

I  want  to  apologize  to  the  present  panel  and  the  one  that  is  wait- 
ing to  come  on.  We  don't  make  the  schedule  for  the  consideration 
of  legislation  on  the  floor,  and  we  have  a  bill  which  provides  $10.5 
billion  a  year  to  elementary  and  secondary  schools  that  has  been 
on  and  off  the  floor.  And  when  it  is  convenient  they  tell  us  we've 
got  to  come  to  the  floor  and  legislate,  and  then  when  they  have 
something  else  to  do  they  pull  us  off.  I  guess  they  like  to  keep  re- 
turning every  day  to  let  people  talk  about  something  nice  like  edu- 
cation. 

And  they  are  getting  very  close  to  the  end  of  the  1  minute  over 
there  when  we  will  be  required  to  handle  that  bill  on  the  floor.  Mr. 
Scott  is  going  to  stay  until  12:30  p.m.,  and  the  staff  will  continue 
trying  to  find  somebody  who  is  not  deeply  involved  in  the  legisla- 
tion on  the  floor  to  stay  so  that  we  can  accommodate  the  next  panel 
that  comes  after  you. 

I  personally  want  to  thank  all  of  our  colleagues  from  the  House 
for  testifying  on  this  legislation,  and  for  taking  this  opportunity  to 
clear  up  some  of  the  possible  misconceptions  that  surrounded  it. 

Jim,  I  know  you  have  been  very  sincere  about  this.  I  think  you 
and  I  attended  health  care  meetings  three  years  ago  and  you  start- 
ed talking  about  managed  health  care,  Sam  Gibbons  started  talk- 
ing about  super-Medicare,  and  some  of  these  things  haven't 
changed. 

I  have  changed  considerably  in  those  three  years.  As  you  have 
accurately  indicated,  I  think  ultimately  the  only  way  we  are  going 
to  have  a  decent  health  care  plan  in  this  country  that  does  all  of 
the  things  that  everybody's  proposing,  all  the  things  they  want  to 
do,  is  to  go  to  a  single-payer  plan.  And  I  see  the  President's  plan 
as  a  step  in  that  direction. 
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Mr.  Grandy  sees  your  plan  and  his  plan  as  a  step  in  the  direction 
of  the  President's  program.  That  would  suggest  that  all  roads  lead 
to  Damascus.  That  everybody  is  trying  to  get  to  the  same  place  and 
it  is  a  question  of  whether  we  wait  one  generation  or  two. 

Mr.  Cooper.  No,  Mr.  Chairman. 

Chairman  FoRD.  Which  leaves  me  with  the  concern  I  had  the 
other  day  when  I  read  that  the  FBI  said  that  the  CIA  was  told 
seven  years  ago  about  the  latest  scandal,  and  that  8  of  the  10  Rus- 
sians that  were  on  his  [A.  Ames']  payroll  were  executed  in  the 
seven  years  that  they  dawdled  with  that  before  they  acted  on  a  tip 
that  was  given  to  them  by  another  CIA  employee,  and  I  don't  want 
to  dawdle  while  another  generation  of  people  die  prematurely  or 
suffer  pain  unnecessarily. 

That  is  really  the  difference.  It  is  how  eager  and  anxious  we  are 
to  get  to  Damascus. 

If  everybody  wants  to  take  the  position  that  what  we  really  want 
to  do  is  get  everybody  covered  and  make  it  cheaper  and  better  and 
everything  else,  the  real  question  becomes  how  much  are  you  will- 
ing to  stick  your  neck  out  to  take  that  step,  and  that  is  what  we 
are  going  to  find  out  in  these  various  committees  and  in  the  House 
sometime  this  year. 

Something  is  going  to  past  and  go  to  the  President  before  Con- 
gress adjourns  this  year.  I  feel  that  in  my  bones.  I  hope  with  every 
fiber  of  my  body  that  it  does,  because  this  is  my  last  chance  to 
shoot  at  it,  and  I  have  been  promising  prescription  drugs  to  people 
since  I  voted  for  Medicare  in  1965,  and  right  now  there  are  only 
two  plans  that  propose  to  keep  that  promise. 

So  I  don't  really  think  that  I  can  go  back  on  a  30-year  career  that 
was  in  large  part  sustained  by  people  believing  me  when  I  made 
political  promises  that  yes,  we  made  a  mistake  with  Medicare,  we 
couldn't  get  the  thing  put  together,  and  we  will  get  back  to  pre- 
scription drugs  for  non-hospitalized  people  right  away. 

Well,  it  will  be  30  years  in  the  spring  and  we  are  not  back  to 
it  yet.  So  that  is  why  I  am  a  little  less  patient  than  I  might  be  with 
what  I  consider  your  all  too  cautious  and  gradual  approach  to  the 
ultimate  problem. 

You  might  be  interested  in  this.  The  Speaker  has  just  received 
a  letter  from  Mr.  Natcher  indicating  that  he  could  not,  because  of 
the  advice  of  his  doctors,  be  brought  back  to  the  floor  again  today, 
and  so  he  has  missed  his  first  vote  in,  I  think,  42  years,  and  it  is 
actually  a  historical  moment  for  this  institution.  They  are  over 
there  now. 

I  am  told  I  have  a  little  more  time  than  I  expected,  by  virtue  of 
them  getting  into  nice  words  about  Bill  Natcher,  and  I  am  told  by 
the  staff  now  that  I  should  dismiss  the  panel  and  run  because  Mr. 
Fawell  is  waiting  to  ask  you  a  question.  I  am  sure  it  will  be  friend- 
ly, so  you  should  enjoy  him. 

Mr.  Scott,  [presiding]  Mr.  Fawell? 

Mr.  Fawell.  Thank  you,  Mr.  Chairman.  I  realize  the  hour  is 
late,  but  I  am  interested  in  the  Cooper  bill.  I  think  there  are  a  lot 
of  positive  points  to  it.  And  I  would  like  to  zero  in  only  in  regard 
to  the  regional  alliances  aspect. 

As  I  understand  it,  the  regional  alliance  mandate  in  regard  to 
small  businesses  would,  from  where  I  view  it,  in  effect  mandate 


119 

small  business  people,  those  with  employees  of  100  and  less,  to  be 
mandated  into  a  regional  alliance  if  they  purchase  health  insur- 
ance. 

I  am  assuming  that  is  on  the  same  basis  as  the  Clinton  plan, 
based  on  the  residency  of,  apparently,  the  employees.  What  bothers 
me  there  is  that  it  covers  a  significant  amount  of  the  workforce.  I 
have  been  told  approximately  55  percent  of  the  workforce  would  be 
included,  assuming  that  is  roughly  the  percentage  of  the  workforce 
that  is  in  small  firms  of  100  or  more  or  are  self-employed. 

That  bothers  me  a  bit,  because  I  think  that  when  you  mandate 
people  to  in  effect  give  up  insurance  policies  they  now  have  or 
small  businesses  may  now  have,  and  be  directed  into  a  certain  re- 
gional alliance,  you  do  detriment  to  the  competition  aspect  of  man- 
aged competition.  And  I  think  to  the  degree  that  you  eliminate 
competition  you  weaken  your  bill  a  great  deal.  And  that  is  the  gist 
of  my  query. 

Is  it  possible  that  we  can  truly  have  voluntary  regional  alliances? 
And  I  will  go  even  one  step  further.  I  have  often  thought  of  re- 
gional alliances  being  much  like  multi-employer  plans.  I  can  see 
some  day  even  having  international  alliances  for  the  purchase  of 
health  care,  national  alliances  for  the  purchase  of  health  care 
would  then  be  attractive,  obviously,  for  the  small  business  and  any 
individual,  and  they  would  have  the  collective  bargaining  ability  to 
do  quite  a  lot  in  bargaining  with  health  care  providers  or  with  ac- 
countable health  plans. 

So  I  have  trouble  with  a  regional  alliance  even  having  a  monop- 
oly within  a  certain  area.  I  see  the  same  thing  with  Medicaid.  They 
are  mandated  into  regional  alliances,  which  gives  those  regional  al- 
lismces  that  much  more  difficulty  in  being  able  to  come  up  with  a 
premium  that  is  attractive,  especially  if  one  recognizes  as  one  has 
to,  that  in  the  Medicaid  population  you  have  more  severe  problems 
of  health. 

But  is  there  a  chance  that  your  bill  could  be  amended  so  that  we 
would  have  truly  voluntary  regional  alliances  and  then  bank  basi- 
cally on  the  assumption  that  you  would  have  enough  people  volun- 
tarily joining  so  that  you  would  have  attractive  premiums  and 
many  people  would  be  attracted  to  that? 

Mr.  Cooper.  I  appreciate  the  gentleman  giving  me  an  oppor- 
tunity to  discuss  the  alliance  issue.  It  is  very  important  that  we  be 
clear  in  this  debate. 

The  Clinton  alliances  are  large  and  regulatory.  Any  employer 
with  5,000  or  fewer  employees  would  have  to  join  the  Clinton  alli- 
ance. The  Clinton  alliances  would  be  in  many  cases,  not  all  cases, 
State  agencies,  bureaucracies.  They  would  have  regulatory  powers 
to  exclude  certain  health  plans,  and  remember  it  is  not  from  the 
alliance  that  you  get  health  coverage.  It  is  from  the  health  plan. 
The  alliance  is  a  grouping  mechanism. 

Our  approach  is  entirely  different,  and  we  share  a  great  deal  in 
common  with  the  so-called  Chafee  bill  in  this  regard.  We  think  only 
that  firms  with  100  and  fewer  employees  should  have  to  join,  and 
these  alliances  should  be  genuine  cooperatives,  not  a  State  agency, 
not  run  by  bureaucrats,  but  really  run  by  the  members  themselves, 
a  whole  lot  like  a  chamber  of  commerce. 
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And  just  like  a  chamber  of  commerce,  you  wouldn't  want  mul- 
tiple chambers  of  commerce  to  represent  a  single  town  in  your  dis- 
trict. If  they  did  that  they  would  probably  spend  most  of  their  time 
not  promoting  the  town  or  recruiting  industry  but  more  undercut- 
ting each  other. 

It  is  very  important  that  we  have  several  things  that  a  genuine 
cooperative  can  provide.  Genuine  risk  spreading — and  remember 
when  you  look  at  the  customers  of  these  alliances  or  these  coopera- 
tives in  our  bill,  look  who  has  endorsed  our  approach.  The  largest 
small  business  organization  in  America,  the  National  Federation  of 
Independent  Business  likes  our  bill  and  likes  the  Chafee  bill,  likes 
the  fact  that  we  have  this  sort  of,  essentially  grouping  mechanism. 

Because  what  we  do  is  offer  each  one  of  these  small  businesses 
a  menu  of  health  plans.  It  is  the  health  plan  that  bids  for  your 
business,  that  tells  you  the  quality  of  the  care  it  is  providing,  tells 
you  its  consumer  satisfaction.  The  health  plan  is  the  risk-bearing 
entity.  The  cooperative  is  just  a  way  of  allowing  a  small  business 
the  same  purchasing  power  that  big  business  enjoys  today. 

And  the  cooperative  is  also  a  way — and  this  is  very  important, 
seldom  understood — the  cooperative  is  also  a  way  of  allowing  the 
individual  employee  in  the  small  business  to  choose  the  health  plan 
that  is  best  for  his  or  her  own  family  instead  of  having  to  go  with 
the  boss's  choice. 

Individual  choice  should  be  enhanced  in  health  care  reform,  not 
limited.  And  remember  the  alliance  doesn't  sell  you  anything,  the 
cooperative  doesn't  sell  you  anything.  It  is  the  health  plan  that 
really  does  the  health  care,  and  insurance  business.  And  by  ex- 
panding that  menu  of  choices,  we  think  we  have  an  exciting  oppor- 
tunity to  give  small  business  group  purchasing  power. 

And  it  is  not  just  the  NFIB  that  likes  our  approach.  Look  at  the 
National  Restaurant  Association,  look  at  the  National  Grocers  As- 
sociation, look  at  companies  like  that,  generally  small  companies 
that  want  the  power  that  the  Big  Boys  now  have,  that  want  the 
group  purchasing  clout,  and  we  think  the  cooperative  is  an  exciting 
way  to  provide  that. 

Mr.  Grandy.  Could  I  say  something  about  this? 

Mr.  Fawell.  Could  I  just  add  one  more  caveat  to  this  question. 
I  am  assuming  therefore  that  the  regional  alliance  is  not  a  govern- 
ment entity  then. 

Mr.  Cooper.  Is  not  a  government  entity  in  our  bill. 

Mr.  Fawell.  I  misunderstood  that. 

Mr.  Martinez,  [presiding]  Mr.  Fawell,  your  microphone  is  not 
on. 

Mr.  Fawell.  It  is  on.  I  am  just  not 

Mr.  Martinez.  Okay. 

Mr.  Fawell.  So  it  is  private 

Mr.  Cooper.  Exactly. 

Mr.  Grandy.  With  locally  elected  and  locally  accountable  people 
presiding  over  the  management  of  it,  Mr.  Fawell. 

Mr.  Cooper.  Like  a  chamber  of  commerce,  you  know. 

Mr.  Grandy.  If  I  could  just  add  one  thing  about  the  reason  the 
Cooper-Grandy  bill  has  mandatory  purchasing  alliances  as  opposed 
to  Chafee  which  has  voluntary,  and  some  of  the  Republican  alter- 
natives which  are  all  voluntary.  Two  reasons,  basically. 
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One,  we  want  to  make  sure  that  that  purchasing  power  is  as 
large  as  it  can  possibly  be,  so  we  ask  businesses  of  100  and  fewer 
employees  to  go  into  them.  We  are  concerned  about  businesses  that 
are  too  small  to  self-insure  still  having  that  option  to  do  that  and 
having  actuarily  unsound  plans,  one.  Two,  we  specify  that  we  want 
people  who  compete  for  these  purchasing  cooperative  territories  to 
take  care  of  all  of  the  potential  uninsurable  risks,  the  Medicaid  eli- 
gibles,  the  people  with  material  preexisting  conditions. 

A  voluntary  mechanism  would  at  least  without  some  kind  of  rigid 
community  rating  outside  it,  and  even  perhaps  with  it,  create  a 
kind  of  de  facto  adverse  selection.  You  take  all  your  best  risks  and 
some  of  the  people  that  might  not  be  able  to  get  into  the  purchas- 
ing cooperative  would  be  selected  out. 

That  though  is  a  topic  that  has  caused  quite  a  bit  of  debate  with- 
in our  coalition,  is  still  being  discussed.  But  until  we  can  find  a  via- 
ble risk  readjustment  mechanism  that  will  allow  for  voluntaiy  pool- 
ing cooperatives  but  ensure  that  everybody  gets  into  one  if  they 
want  it  and  nobody  is  left  out  we  have  kept  the  mandatory  lan- 
guage. 

Mr.  Fawell.  Who  determines  the  boundaries  of  these  regional  al- 
liances then?  How  is  that  determined? 

Mr.  Cooper.  The  key  thing  is  here  to  have  a  large  enough  group 
in  each  alliance  so  you  have  real  purchasing  power,  so  that  hos- 
pitals and  doctors  and  insurance  companies  pay  attention  to  you. 
And  also  to  preserve  existing  markets. 

For  example,  cities  could  not  be  divided.  You  would  be  crazy  to 
try  to  divide  them  because  if  you  interrupt  patients  getting  care 
from  doctors  you  are  going  to  be  in  big  trouble. 

We  also  think  that  you  shouldn't  be  burdened  with  the  problems 
of  other  parts  of  the  country,  especially  on  both  coasts  that  have 
not  minded  their  health  care  businesses  as  carefully  as  they 
should.  Within  a  region,  a  given  market  area,  and  many  of  these 
will  be  multi-State,  there  will  be  traditional  commuting  and  shop- 
ping patterns. 

Mr.  Fawell.  It  could  be  multi-State? 

Mr.  Cooper.  In  many  cases.  You  look  at  a  State  like  Tennessee. 
Memphis,  Tennessee,  right  next  to  Arkansas  and  Mississippi,  half 
of  our  patients  are  from  other  States. 

Mr.  Fawell.  Who  organizes  them? 

Mr.  Cooper.  Well,  we  would  have  the  Governors.  You  could  not 
split  a  city.  The  Governors  get  together  to  form  these  multi-State 
arrangements,  to  essentially  make  political  State  lines  and  county 
lines  irrelevant  to  the  patient.  Because  when  you  are  sick  or  in- 
jured you  don't  care  about  politics.  You  care  about  access  to  high 
quality,  affordable  care. 

In  the  DC  area,  for  example,  we  would  want  this  cooperative  to 
cover  two  States  plus  the  District,  because  so  many  folks  who  live 
and  work  in  this  area  have  doctors  that  live  in  all  three  jurisdic- 
tions. It  is  very  important  that  we  preserve  existing  purchasing 
patterns,  and  so  the  DC  Metropolitan  Area  has  incentives  to  get  its 
cost  down  and  that  we  are  not  burdened  by  the  behavior  patterns 
of  Miami  or  New  York  or  Los  Angeles  or  other  large  metropolitan 
areas.  So  that  we  are  trying  to  do  the  best  job  we  can  getting  our 
costs  under  control  in  this  area. 
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Mr.  Fawell.  Will  the  Governors  then  have  the  authority  to  ulti- 
mately make  the  decision  as  to  which  particular  regional  alliance, 
for  instance,  I  might  be  in? 

Mr.  Cooper.  No  part  of  a  State  could  be  excluded.  You  couldn't 
leave  a  part  out.  Every  citizen  of  a  State  would  have  to  be  served 
by  one  purchasing  cooperative. 

So  we  leave  it  primarily  to  the  Governors  but  we  limit  their  dis- 
cretion somewhat.  They  couldn't  have  areas  below  250,000  people, 
and  they  couldn't  divide  cities.  So  we  think  using  that  approach  we 
can  get  Governors'  cooperation,  and  Governors  will  be  very  inter- 
ested in  cooperating  once  they  realize  the  political  damage  that 
would  result  if  they  don't  cooperate. 

Mr.  Fawell.  And  then  just  my  final  comment,  if  I  may.  That 
makes  it  much  more  attractive  than  what  I  had  been  led  to  believe 
was  the  situation. 

I  tend  to  believe,  too,  if  all  of  this  is  accurate,  and  I  assume  it 
certainly  is  accurate,  that  the  potential,  even  if  it  was  voluntary, 
would  be  immense.  Because  that  is  the  future,  as  I  see  it.  What  we 
will  be  doing  here,  though,  even  though  there  will  be  a  lot  of  at- 
tractive potential  purchases  for  one  who  is  in  a  voluntary  alliance, 
we  nevertheless  are  not  going  to  allow  them  to  be  subject  to  the 
kind  of  competition  that  is  needed.  Your  bill  has  the  tremendous 
advantage  of  sa3dng  that  we  are  not  knocking  employers  out  of 
this,  they  can  continue  to  innovate,  do  all  the  things  they  can  do 
and  so  forth  and  so  on.  We  are  not  knocking  insurance  companies 
out  of  this.  They  can  innovate,  be  creative  and  so  forth  and  so  on. 

But  there  is  still  that  little  bit  of  reticence  on  my  part  to  fully 
embrace  the  idea  of  regional  alliances  where  there  still  is  this  man- 
date involved.  I  think  if  it  is  as  you  describe  it,  it  has  a  tremendous 
potential. 

Because,  I  repeat,  I  see  the  day  when  there  are  going  to  be  inter- 
national alliances,  and  you  are  going  to  be  competing  with  Europe 
on  the  best  health  care.  People  will  go  to  London  for  angioplasty, 
for  instance,  and  be  able,  perhaps,  to  have  the  procedure  done  with 
high  quality  and  lower  cost  and  so  forth  and  so  on.  That  is  going 
to  be  part  of  the  tremendous  advantage  of  moving  in  the  direction 
I  think  the  Cooper  plan  moves. 

I  am  looking  at  it,  and  it  may  be  something  that  I  can  cosponsor. 
I  believe  it  is  a  tremendous  effort,  and  I  appreciate  very  much  your 
explanation  of  the  regional  alliance  aspect  of  it. 

Mr.  Cooper.  If  you  are  ready  to  cosponsor,  I  won't  say  anything 
more.  But  if  you  need  additional  persuasion,  I  would  be  delighted 
to  go  on  at  length. 

Mr.  Grandy.  I  will  handle  Mr.  Fawell. 

Mr.  Fawell.  I  am  a  bit  concerned  about  the  mandated  aspect. 
I  still  don't  fully  appreciate  that.  But  it  is  much,  much  better  than 
I  had  been  led  to  assume  because  it  is  not  a  governmental  mandate 
where  the  government  is  going  to  be  doing  it. 

Mr.  Cooper.  There  has  been  a  lot  of  misinformation  on  the  sub- 
ject. In  fact,  from  both  sides  of  the  aisle  we  have  gotten  studies  re- 
cently that  are  little  better  than  hatchet  jobs  with  a  very  dull 
blade.  People  have  not  read  these  bills.  They  have  not  portrayed 
accurately  what  is  in  the  bills. 
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And  on  the  voluntary  question,  unless  you  are  interested  in  two 
or  three  chambers  of  commerce  for  every  town  in  your  district,  I 
think  you  are  going  to  have  some  second  thoughts  about  having 
two  or  three  cooperatives  in  every  region  of  the  country. 

Also,  remember  that  if  it  is  entirely  voluntary  it  is  usually  only 
your  bad  risks  that  will  want  to  sign  up.  Your  good  risks  will  tend 
to  stay  out  on  their  own,  and  in  a  sense  that  creates  the  free  rider 
and  creaming  and  cherry-picking  problem  that  we  have  seen  too 
much  of  in  insurance. 

Remember  the  key  thing  is  whether  small  businesses  will  be  well 
served.  Talk  to  them  more  than  to  the  insurance  companies,  and 
some  others  who  have  a  selfish  interest  in  promoting  existing 
cream-skimming  and  cherry-picking  behavior. 

It  is  very  tempting.  I  have  heard  from  some  trade  associations, 
for  example,  that  would  love  to  continue  serving  every  one  of  their 
members,  even  when  it  is  not  in  the  members'  interest.  For  exam- 
ple, some  quite  dangerous  small  manufacturers  where  people  lose 
fingers  and  limbs,  where  they  smell  dangerous  chemicals,  still 
want  to  serve  that  market  and  only  that  market  when  it  would  be 
very  much  in  the  interest  of  those  small  manufacturers  to  be 
grouped  in  with  others,  office  workers,  young  people,  old  people, 
people  who  work  indoors,  people  who  work  out  of  doors,  to  get  a 
balanced  risk  pool  so  that  we  can  have  a  genuine  community  rat- 
ing. Essentially  we  are  returning  the  insurance  industry  to  its 
roots. 

So  I  think  with  a  little  bit  more  understanding  of  this  issue  we 
will  be  a  lot  closer  than  perhaps  we  may  seem  today. 

Mr.  Fawell.  Yes.  I  just  would  again  say  that  I  agree  that  many 
a  trade  association  or  multi-employer  plan  cannot  possibly  meet 
what  you  are  talking  about  here.  I  think  that  is  good.  I  think  what 
you  are  talking  about  has  so  much  advantage,  though,  that  you 
need  not  worry  as  much  as  you  might  be  worrying  about  having  to 
mandate  people  into  it.  If  you  do  the  job,  and  if  you  are  subject  to 
competition,  and  I  think  you  can  outcompete  others,  outcompete 
even  the  biggest  employers. 

You  should  look  at  it  that  way  with  a  much  more  positive  atti- 
tude. I  think  you  are  not  going  to  need  mandates  for  people  to  get 
in  there.  You  will  attract  them.  The  problem  with  multiemployer 
plans  now  is  that  we  have  this  mixed  jurisdiction,  nobody  knows 
really  what  to  do.  You  have  the  States  demanding  things  and  set- 
ting the  Cadillac  policies  and  all  these  kinds  of  things,  and  there 
is  no  wav  for  it  to  take  off.  It  should  be,  I  think.  Federal  jurisdic- 
tion, and  I  think  you  have  the  potential  that  can  really  make  the 
difference  if  it  were  truly  voluntary. 

Mr.  Martinez.  The  time  of  the  gentleman  has  expired. 

Mr.  Roemer? 

Mr.  Roemer.  Thank  you,  Mr.  Chairman.  And  again,  welcome. 

Mr.  Cooper,  you  said  sometime  ago,  I  think  it  was  a  couple  of 
hours  ago  when  you  testified,  you  said  that  your  bill  comes  close 
to  achieving  universal  coverage.  You  were  there  when  the  Presi- 
dent said  his  bottom  line  is  universal  coverage. 

Can  you  tell  our  committee  how  many  people  fall  short  of  your 
bill  in  terms  of  not  being  covered  for  the  universal  aspect,  and 
what  do  we  tell  those  people? 
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And  finally,  where  are  you  willing  to  work  with  the  President  in 
achieving  this? 

Mr.  Cooper.  First  of  all,  it  is  very  important  to  be  accurate  in 
this  debate,  and  when  the  President  issued  his  veto  threat  in  the 
State  of  the  Union  message,  he  said,  "Hear  me  clearly.  If  you  send 
me  legislation  that  does  not  guarantee  every  American  private 
health  insurance  coverage  that  can  never  be  taken  away,"  then  he 
brought  out  his  veto  pen  and  threatened  to  veto  the  measure. 

Our  bill  is  closer  to  the  President's  demand  than  any  other  bill. 
The  McDermott  bill,  for  example,  that  seems  closer  is  not  even  for 
private  health  insurance,  and  the  President  is. 

Our  bill  of  all  the  other  bills  will  come  closer  to  meeting  the 
President's  goal,  and  let's  loosely  call  it  universal  coverage,  on  the 
President's  timetable.  Now,  in  the  State  of  the  Union  message,  the 
President  did  not  mention  his  timetable. 

What  is  his  timetable?  It  is  to  achieve  universal  coverage  by 
1998.  Why  does  it  take  so  long?  Because  it  is  hard  to  achieve.  Uni- 
versal coverage  is  not  like  flipping  on  a  light  switch.  I  wish  it  were 
that  easy.  It  is  more  like  a  dimmer  switch,  and  our  bill  is  80  per- 
cent bright  without  blowing  any  economic  fuses. 

How  do  we  get  to  that  number?  Well,  today  there  are  39  million 
uninsured  people  in  America.  They  need  help.  They  need  access  to 
health  insurance.  Look  at  who  those  people  are.  Sixty  percent  of 
them — 60  percent,  are  below  double  the  poverty  level.  And  our  bill 
commits — we've  committed  for  three  years,  since  before  there  was 
a  Clinton  Administration  or  a  Clinton  bill  on  health  care — to  cover 
these  people.  That  is  60  percent  of  the  uninsured  right  there. 

User  friendly  insurance,  which  we  have  advocated  again  for 
three  years,  should  help  us  get  10  to  20  percent  more  of  the  unin- 
sured included.  User  friendly  insurance,  so  that  if  you  want  a 
health  policy  you  can  get  it,  no  insurance  company  can  turn  you 
down  an3miore  for  any  reason. 

You  can  keep  it  regardless  of  your  health  status  or  where  you 
work,  and  you  get  this  policy  at  low  group  rates  as  if  you  work  for 
the  biggest  company  in  town.  We  are  just  like  the  Clinton  bill  in 
most  all  of  that.  In  fact,  we  go  beyond  it  because  we  would  allow 
the  individual  employee  to  deduct  the  purchase  of  that  coverage. 
Today,  the  average  American  citizen  cannot  deduct  the  premiums 
they  pay  for  health  insurance. 

So  we  think  we  are  at  about  80  percent  of  the  President's  goal 
right  now,  and  we  can  complete  the  job  on  his  timetable  of  1998. 
We  will  probably  need  a  follow-on  bill  to  do  that.  Why?  Because  the 
President  may  need  a  follow-on  bill. 

Let  me  cite  an  administration  spokesperson  who  was  at  a  health 
care  forum  in  Memphis,  Tennessee,  just  a  week  or  so  ago.  This 
spokesperson  said  at  that  meeting  that  basically  the  administration 
bill  will  not  achieve  universal  coverage  even  by  1998.  She  said  that 
basically  Hawaii  is  about  as  good  as  we  can  do,  leaving  4  or  5  per- 
cent of  the  people  uninsured. 

It  is  well  known  that  in  addition  to  that  population  left  out  by 
the  administration's  plan,  no  bill  really  intends  to  cover  illegal 
aliens.  So  there  is  going  to  be  a  substantial  percentage  of  our  citi- 
zenry that  is  probably  not  going  to  be  covered  even  under  the  ad- 
ministration's approach. 
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But  we  still  support  the  administration's  goal  of  covering  every- 
one and  his  timetable.  But  the  data  in  this  area  are  so  poor.  I  have 
checked  with  the  Census  Bureau.  I  have  checked  with  all  of  the 
other  consultants  I  can  find  to  really  find  out  who  are  the  unin- 
sured and  how  can  we  cover  them  in  an  affordable,  cost  effective 
fashion,  and  the  sad  answer  is  basically  today  no  one  really  knows 
how  to  complete  the  job.  At  least  not  with  private  health  insurance. 

So  we  want  to  work  with  the  administration.  We  have  been 
working  closely  with  them  for  all  of  last  year  and  this  year.  We 
want  to  work  with  others  as  well,  anyone  with  a  good  idea  in  this 
area,  to  cover  every  American  and  on  the  President's  timetable. 

We  don't  think  the  President  has  to  give  on  this  timetable,  by  the 
way.  And  when  I  called  the  White  House  after  the  State  of  the 
Union  message  and  asked  why  1998  wasn't  mentioned  in  the 
speech,  the  informal  answer  I  got  was,  **Well,  they  may  be  flexible 
on  that." 

They  don't  need  to  be  flexible  on  that.  We  can  cover  most  every 
American  by  1998  by  working  together  in  a  bipartisan  fashion. 
Cover  the  poor  and  near  poor,  have  user  friendly  insurance,  and 
let's  figure  out  how  to  cover  the  remainder  group.  But  remember 
who  the  remainder  folks  are,  folks  who  are  over  double  the  poverty 
level  who  have  turned  down  the  offer  of  a  good  group  rate  policy. 
Who  have  turned  it  down. 

A  lot  of  these  folks,  not  all,  but  a  lot  of  them  are  likely  to  be 
yuppies  and  students.  They  have  no  employer.  And  an  employer 
mandate  will  not  reach  these  people.  Thirty  percent,  30  percent  of 
the  uninsured  today  have  no  contact  with  an  employer,  so  an  em- 
ployer mandate  is  not  going  to  do  the  job. 

Also  remember  that  12  percent  of  the  uninsured  today  make  over 
$50,000  a  year.  They  are  not  poor.  But  they  have  chosen  for  one 
reason  or  another,  in  some  cases  due  to  a  preexisting  condition 
they  have  been  unable  to  get  a  policy,  they  have  no  coverage.  We 
can  make  sure  that  regardless  of  your  health  history,  regardless  of 
your  employment  status,  you  can  get  and  keep  a  good  health  insur- 
ance policy. 

So  we  think  that  there  is  a  lot  more  in  common  here.  No  other 
bill  comes  closer  to  the  President's  bill  than  ours.  There  has  been 
some  thought  that  the  Chafee  bill  with  the  so-called  individual 
mandate  was  closer  to  the  President's  approach.  Read  the  Chafee 
bill.  He  is  for  universal  coverage  in  the  year  2005  on  a  pay-as-you- 
save,  if  we  can  afford  it  basis. 

There  are  many  fine  features  of  the  Chafee  bill,  but  look  at  the 
universal  coverage  part.  We  are  closer,  we  think,  to  the  President's 
bill,  than  any  other.  But  we  v/ill  need  a  follow-on  bill. 

Is  that  an  unusual  congressional  process?  Take  a  look.  Most 
every  major  bill  at  least  has  a  technical  corrections  bill  following 
in  six  months  or  a  year.  Major  bills  like  NAFTA,  did  we  pass 
NAFTA?  Well,  we  did.  But  did  we  fund  NAFTA?  We  haven't  done 
that  yet. 

Most  bills  come  in  stages,  as  we  get  more  information,  as  we  are 
able  to  do  the  job,  and  especially  in  this  area,  we  think  it  is  very 
important  to  aim  before  we  shoot.  We  do  not  have  good  data  in  this 
area.  And  until  we  get  good  data,  we  think  it  would  be  at  least  pre- 
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mature,  if  not  a  terrible  mistake,  to  endorse  a  clumsy  and  expen- 
sive approach  to  universal  coverage  like  the  employer  mandate. 

Mr.  ROEMER.  So  you  believe  that  you  can  work  with  the  Presi- 
dent, one,  to  achieve  universal  coverage,  not  necessarily  through 
your  plan  but  through  some  kind  of  a  hybrid  or  modified  plan;  and 
secondly,  you  believe  that  the  timetable  is  realistic  that  the  Presi- 
dent has  either  formally  or  informally  set  out. 

Mr.  Cooper.  Yes. 

Mr.  ROEMER.  Let  me  ask  you  a  question  about  the  alliances.  We 
will  hear  testimony  later  on  today  or  next  week,  whenever  we  get 
to  it,  from  different  people  that  say  such  things  as  "It  is  vital  for 
the  achievement  of  universal  coverage  and  cost  control  that  such 
alliances  be  created  and  become  politically  legitimated." 

It  goes  on  to  say,  "But  nothing  can  happen  unless  politically 
legitimated  sub-Federal  entities  are  created  whether  they  be  called 
alliances  or  purchasing  cooperatives."  What  do  you  think  of  that 
statement? 

Mr.  Cooper.  Well,  the  health  alliances  that  are  in  the  Clinton 
bill  are  too  large  and  too  regulatory.  They  are  not  part  of  managed 
competition.  The  first  time  they  ever  appeared  was  in  the  Presi- 
dent's staff  draft  of  the  bill.  Managed  competition  advocates  have 
never  favored  anything  that  large  or  that  regulatory.  Managed 
competition  advocates  have  usually  favored  smaller  and  less  regu- 
latory ways  of  grouping  small  businesses,  genuine  cooperatives. 

Mr.  ROEMER.  So  would  your  alliances  and  cooperatives  be  limited 
by  city  or  State,  or  what  kind  of  boundaries  are  we  talking  about, 
Mr.  Cooper? 

Mr.  Cooper.  Every  State  would  have  to  make  sure  that  every 
citizen  of  the  State  in  every  county  was  covered  by  a  cooperative, 
and  the  boundaries  would  be  drawn  by  the  Governors,  but  these  co- 
operatives would  be  run  by  the  small  businesses  in  the  area.  Each 
cooperative  would  at  least  have  to  have  250,000  covered  lives  so 
that  it  would  have  some  clout,  so  that  hospitals  and  insurance  com- 
panies would  pay  attention  to  them. 

Also,  you  could  not  divide  a  city.  It  is  very  important  that  Stand- 
ard Metropolitan  Statistical  Areas  be  unified.  We  need  to  preserve 
existing  markets,  existing  commuting  patterns,  existing  shopping 
patterns,  because  that  is  what  people  are  used  to  both  for  health 
care  and  other  needs. 

And  we  think  that  the  Gk)vernors  will  work  together  to  make 
sure  that  we  have  multi-State  entities  where  appropriate,  and  that 
we  have  sensible  in-State  groupings.  But  these  are  genuine  co- 
operatives. These  are  not  State  agencies  in  our  bill.  They  could  not 
be  State  agencies.  These  are  genuine  member  cooperatives  run  by 
the  small  businesses. 

And  in  the  answer  to  Mr.  Fawell's  question  earlier,  I  compared 
them  really  to  chambers  of  commerce.  They  are  not  threatening. 
They  are  ways  that  businesses  can  ban  together  to  get  a  better 
deal.  Big  business  has  a  lot  of  purchasing  power  today.  They  can 
go  to  a  hospital  or  an  insurance  company  and  say,  "Hey,  we  have 
10,000  employees.  Pay  attention  to  us."  Small  business 

Mr.  ROEMER.  Let  me  interrupt  and  ask  a  question.  If  they  are 
like  chambers  of  commerce,  are  there  any  licensing  or  certification 
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or  any  kind  of  local  regulatory  requirements  and  ways  by  which  we 
check  and  balance  what  they  do,  and  assuring  local  accountability? 

Mr.  Cooper.  We  need  to  make  sure,  obviously,  that  they  adhere 
to  minimum  standards.  That  they  cover  the  folks  they  say  they  are 
covering.  That  no  county  is  left  out. 

Mr.  ROEMER.  Who  assures  that? 

Mr.  Cooper.  Well,  we  have  a  National  Health  Care  Standards 
Commission  to  make  sure  that  nationwide  wherever  you  live  in 
this  great  country  that  you  can  be  part  of  our  health  care  system. 
That  you  have  access  to  at  least  the  Federal  minimum  package  and 
hopefully  a  whole  lot  more.  That  you  have  the  opportunity  for  a 
good  health  insurance  product,  good  health  care  at  low  group  rates 
as  if  you  work  for  the  biggest  company  in  town. 

Because  the  exciting  thing  about  this  is  small  businesses  who 
have  been  discriminated  against  for  years  by  insurance  companies 
can  finally  have  the  clout  as  if  they  were  a  Fortune  500  company. 
Because  insurance  companies  today  have  competed  not  only  to  get 
rid  of  people  if  they  got  sick  or  they  switched  jobs,  but  they  have 
also  competed  to  splinter  us  into  tiniest  possible  groups  to  pretend 
that  you  could  only  get  a  policy  if  you  are  a  small  business.  You 
couldn't  have  small  businesses  grouping  together  to  get  a  better 
deal.  To  pretend  that  families  by  themselves  were  an  insurable 
unit  when  there  is  no  reason  that  families  shouldn't  be  able  to 
band  together  and  say  we  want  a  better  deal. 

We  have  used  the  cooperative  principle  in  America  ever  since 
New  Deal  days  to  make  sure  that  every  gravel  road  in  America 
gets  electric  and  telephone  service.  We  have  used  it  in  many  other 
ways  to  make  sure  that  people  have  power.  This  is  an 
empowerment  concept,  and  it  is  fundamental  to  managed  competi- 
tion. 

And  it  doesn't  need  to  be  the  giant  regulatory  health  alliance  of 
the  Clinton  bill.  It  can  be  the  smaller  and  consumer  friendly  ap- 
proaches of  real  managed  competition,  of  our  bill.  A  similar  ap- 
proach is  really  used  in  a  number  of  other  bills. 

And  if  you  pick  a  number  of  about  100  employees  or  less  you  will 
find  something  very  exciting.  That  takes  care  of  your  area  of  great- 
est need,  the  small  businesses  that  have  been  discriminated 
against  the  most,  and  it  also  gives  you  two  balanced  purchasing 
groups,  one  group  composed  of  about  half  the  employees  in  an  area 
that  belong  to  the  cooperative,  and  the  other  group  of  employees 
who  work  for  larger  companies.  So  it  is  about  a  50-50  break.  That 
means  that  each  local  hospital,  each  insurance  company  is  equally 
interested  in  doing  business  with  both  groups.  So  they  have  equal 
purchasing  power  with  the  big  boys. 

And  you  also  have  a  local  way  to  tell  how  you  are  doing.  You 
don't  have  to  check  with  bureaucrats  in  Washington.  Check  and  see 
how  the  other  folks  in  your  own  area  are  doing  in  getting  a  good 
deal  from  a  hospital  and  getting  a  good  deal  from  an  insurance 
company. 

We  think  it  is  a  concept  that  can  really  work.  It  promotes  com- 
petition at  all  levels,  and  it  empowers  individuals  to  get  a  better 
deal. 

Mr.  RoEMER.  Is  the  entire  Medicaid  system  under  the  alliance 
under  your  proposal? 
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Mr.  Cooper.  We  think  there  are  so  many  problems  with  todays 
Medicaid  system,  the  program  for  the  poor,  that  we  need  to  really 
need  to  start  all  over.  I  mentioned  some  of  the  problems  briefly  to 
Chairman  Ford  earlier. 

A  great  number  of  doctors  today  will  not  see  any  new  Medicaid 
patients,  period.  They  just  cut  them  off.  We  also  have  a  problem 
with  Medicaid  beneficiaries  getting  completely  free  care  and  using 
the  hospital  emergency  room  as  if  it  were  a  24-hour  walk-in  clinic. 

We  also  have  problems  with  unfunded  Federal  mandates  from 
Washington  and  with  States  playing  games  with  State  share.  So 
what  we  advocate  for  individuals  is  to  essentially  give  them  a 
voucher,  to  buy  them  in  as  low  income  people  into  same  health 
plans  that  rich  people  belong  to. 

They  are  human  beings,  just  like  anybody  else  in  the  country. 
They  have  rights.  We  shouldn't  have  a  two-tier  medical  system 
anjnnore,  and  this  is  a  very  exciting  advance.  As  I  say,  we  have 
had  this  in  our  bill  for  three  years  now,  since  before  there  was  a 
Clinton  Administration,  since  before  there  was  a  Clinton  health 
bill,  to  buy  in  the  low  income  into  the  same  health  plans  that  well- 
to-do  people  belong  to,  and  to  make  sure  that  our  health  plans  see 
all  of  our  people,  rich  or  poor,  old  or  young,  urban  or  rural. 

Mr.  ROEMER.  So  there  would  be  a  shifting  here  in  small  busi- 
nesses then  would  be  required  to  subsidize  those  Medicaid  pa- 
tients? 

Mr.  Cooper.  We  don't  see  it  that  way.  First  of  all,  a  number  of 
the  uninsured  today — see  remember  today  Medicaid  only  serves 
half  of  the  poor.  We  advocate  covering  four  times  more  low  income 
people.  And  a  number  of  these  folks  are  just  as  healthy  as  anybody 
else.  They  are  not  an  increased  health  risk.  If  you  just  look  at  to- 
day's Medicaid  population  there  may  be  a  higher  risk  associated. 

But  we  think  the  purpose  is  not  to  in  anyway  burden  any  small 
business  group.  The  purpose  is  to  spread  risk  evenly  through  the 
population.  Because  the  fact  is  we  are  pa3dng  their  bills  anyway. 
Every  time  you  go  to  the  hospital  you  are  paying  an  extra  charge 
of  considerable  proportion  for  the  uninsured,  for  the  medically  indi- 
gent, for  the  charity  care  cases  that  the  hospital  is  providing. 

We  want  to  manage  that  cost  at  the  front  end,  and  most  of  the 
other  health  approaches  take  the  same  approach,  by  buying  these 
folks  into  a  good  preventive  care  system  so  that  we  can  take  care 
of  the  bad  cold  before  it  turns  into  double  pneumonia,  to  make  sure 
that  they  have  access  to  primary  care  advice  so  they  don't  have  to 
go  to  the  emergency  room  too  late  where  care  is  so  expensive. 

There  are  so  many  exciting  ways  to  not  only  save  money  here, 
but  to  help  real  people.  Help  human  beings  by  getting  access  to 
early  preventive  care  and  by  making  sure  that  all  of  our  health 
plans  nave  to  see  the  poor,  so  the  doctors  can  no  longer  say  no  to 
the  poor. 

To  us  it  is  an  exciting  way  to  empower  all  of  our  citizens,  not  just 
the  well-to-do,  but  the  poor  as  well,  and  to  empower  our  small  busi- 
ness groups.  The  NFIB,  the  largest  small  business  group  in  Amer- 
ica, as  I  mentioned  earlier,  the  National  Restaurant  Association, 
the  National  Grocers  Association,  these  folks  like  our  plan.  They 
don't  feel  threatened  by  it.  They  feel  empowered  by  it,  and  I  think 
it  is  an  exciting  opportunity. 
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Mr.  ROEMER.  Well,  I  thank  both  gentlemen  for  their  time. 

Fred,  did  you  have  anything  to  add? 

Mr.  Grandy.  Well,  I  would  just  say,  Mr.  Roemer,  that  there  are 
under  the  category  of  "Enforcement"  civil  money  penalties  that  are 
actionable  by  employees  if  employers  do  not  offer  plans,  and  if  they 
are  not  in  compliance  with  the  basic  benefit,  and  if  they  violate 
nondiscrimination  agreements.  So  it  is  an  actionable  offense. 

We  really  cannot  determine  what  agency  would  police  that  yet 
because  we  haven't  put  that,  obviously,  into  law. 

To  the  other  point  on  Medicaid,  remember  that  Medicaid  comes 
in  two  parts,  and  we  are  essentially  creating  a  new  kind  of  scenario 
for  the  acute  care  portion.  Long-term  care  Medicaid  dollars  would 
go  back  to  the  States,  and  those  States  such  as,  I  believe,  Mr.  Mil- 
ler's situation  in  Florida  and  mine  in  Iowa,  where  those  few  States 
that  get  more  long-term  care  dollars  than  acute  care  dollars  there 
is  a  four-year  phase-in  of  subsidies  to  help  those  States  manage 
their  long-term  care  populations  with  additional  dollars.  So  we  are 
not  trying  to  rob  long  term  to  pav  acute.  What  we  are  trying  to  do, 
as  Jim  says,  is  reach  more  people  of  the  poor  and  near  poor  more 
quickly. 

Mr.  Roemer.  Fred,  in  your  comments  and  your  testimony  you 
said,  I  think,  that  you  believe  that  health  care  reform  and  health 
care  coverage  for  people  are  both  a  right  and  a  responsibility,  and 
I  think  you  and  Mr.  Cooper  bring  some  good  ideas  and  genuine 
concern  to  the  table,  and  I  appreciate  your  time  and  your  efforts 
here  today. 

Mr.  Grandy.  Thank  you. 

Mr.  Martinez.  Would  the  gentleman  yield  for  a  question? 

Mr.  Roemer.  I  would  be  happy  to  yield  to  the  gentleman. 

Mr.  Martinez.  Mr.  Scott? 

Mr.  Scott.  Thank  you,  Mr.  Chairman. 

Let  me  follow  up  just  a  little  bit  on  these  alliances  because  in 
your  absence  we  had  questions  about  how  these — whether  reliance 
on  the  community  rating  actually  took  place. 

In  an  alliance,  if  you  have  adjoining  alliances,  will  there  be  dif- 
ferences in  costs  for  health  care  in  one  alliance  rather  than  in  an- 
other? And  I  mention  that  with  the  realization  that  we  have  trou- 
ble with  redlining  in  banks  and  insurance,  and  I  understand  there 
is  some  adjustment  that  will  take  place  to  equalize  the  cost  so  that 
you  won't  get  into  that.  Is  that  accurate? 

Mr.  Cooper.  Remember  the  cooperatives  would  have  to  be  fairly 
drawn.  You  could  not  divide  a  city.  You  could  not  redline  a  city. 
You  would  have  to  have  the  entire 

Mr.  Scott.  Wherever  you  draw  a  line  there  is  going  to  be  a  dif- 
ference, and  once  the  lines  are  drawn  you  will  have  one  group  with 
one  health  care  experience  different  from  the  adjoining  alliance. 
And  no  matter  how  you  draw  it  there  is  going  to  be  a  difference. 
And  there  will  be  serious  political  concerns  for  a  county  that  could 
probably  swing  either  way  to  get  out  of  the  high  cost  area  for  obvi- 
ous reasons. 

Is  there  any  adjustment  mechanism  so  that  you  won't  have  areas 
with  a  high  incidence  of  certain  diseases  or  higher  elderly  popu- 
lation where  just  by  the  nature  of  the  demographics  you  will  have 
higher  health  care  costs  in  one  area  than  the  adjoining  alliance. 
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Mr.  Cooper.  I  don't  think  you  will  see  any  interruption  in  cur- 
rent purchasing  patterns.  For  example,  in  your  State,  if  people  are 
used  to  getting  their  tertiary  care  in  Richmond,  they  will  probably 
continue  to  do  so.  If  they  are  used  to  getting  it  in  the  DC  area,  they 
will  continue  to  do  so.  If  they  are  used  to  getting  it  in  Norfolk-New- 
port News,  they  will  probably  continue  to  do  so. 

What  we  want  to  do  is  make  sure  that  all  the  inner  city  areas 
and  all  the  rural  areas  are  in  that  current  purchasing  pattern,  so 
that  each  area  is  doing  all  that  it  can  to  improve  quality  of  care 
£uid  to  lower  cost. 

But  we  do  not  feel  that,  for  example,  folks  in  Roanoke,  Virginia, 
should  be  subject  to  the  same  cost  patterns  as  folks  in  the  District 
of  Columbia  because  it  is  a  different  market  entirely.  They  should 
be  struggling  to  get  their  costs  down,  just  as  folks  in  the  DC  area 
should  struggle  to  get  their  costs  down.  But  here  in  DC,  the  area 
here  would  have  to  be  the  entire  Standard  Metropolitan  Statistical 
Area,  which  is  not  only  DC,  it  is  most  of  suburban  Maryland,  it  is 
most  of  suburban  Virginia,  it  is  probably  going  to  have  to  go  deeper 
out  into  rural  counties  even  than  that,  because  you  cannot  leave 
any  county  out.  They  all  have  to  be  included.  They  all  have  to  be 
linked  up  with  essentially  the  same  tertiary  care  center  that  they 
have  been  going  to  all  along. 

Another  way  to  understand  that,  it  is  a  lot  like  television  mar- 
kets. Wherever  you  get  your  broadcast  signal  from 

Mr.  Scott.  Well,  I  think  you  are  avoiding  the  question.  I  think 
what  you  are  saying  is  you  are  going  to  draw  the  alliances  so  there 
won't  be  much  of  a  difference. 

Mr.  Cooper.  Well,  I  think  they  will  be  large  enough  so  that  you 
will  see  fairness  within  a  State.  But  I  think  there  will  be  signifi- 
cant differences  between  parts  of  the  country. 

For  example,  if  you  look  at  Medicare  data  today,  you  will  dis- 
cover that  New  York,  Miami  and  Los  Angeles  have  by  far  the  high- 
est cost  of  serving  Medicare  beneficiaries.  Sometimes  it  is  two  or 
three  times  more  expensive  to  take  care  of  a  senior  citizen  in  those 
areas  than  it  is,  say,  in  Minnesota,  a  State  that  has  had,  by  the 
way,  managed  competition,  or  very  close  to  it,  for  years  now  and 
has  18  percent  below  average  health  care  costs  and  healthier  peo- 
ple. 

There  are  exciting  ways  to  not  only  lower  health  care  costs,  but 
improve  the  quality  of  care,  and  that  is  what  we  are  seeking  to  pro- 
mote all  over  the  country,  because  we  don't  think  that  folks  in  Vir- 
ginia should  be  saddled  with  Los  Angeles  health  care  costs.  Like- 
wise we  are  worried  about  other  unfair  cross-subsidies  today. 

Mr.  Scott.  Well,  the  problem  is  when  people  are  moving  into  an 
area,  if  you  find  there  is  a  line  right  here  you  can  move  on  one  side 
of  the  line  just  within  the  city  boundaries  or  just  within  the  county 
boundaries  or  the  adjoining  county.  You  know,  when  you  buy  a 
house  the  Multiple  Listing  Service  will  list  what  schools  you  go  to 
and  this  kind  of  thing.  They  will  probably,  if  there  is  a  difference 
in  these  alliance  costs,  indicate  what  your  alliance  is  going  to  be. 

If  there  is  an  adjustment,  it  doesn't  matter.  I  mean  if  there  is 
not  too  much  difference  one  way  or  the  other.  If  there  is  a  signifi- 
cant difference  on  one  side  of  the  line  than  another,  you  are  going 
to  have  a  problem. 
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And  I  think  what  you  are  saying  is  the  difference  won't  be  a  big 
deal. 

Mr.  Cooper.  I  don't  think  it  will  be  a  big  deal,  and  I  also  think 
that  these  costs  are  there  today,  they  are  just  hidden.  All  we  are 
doing  is  bringing  them  out  in  the  open  so  that  people  can  see  them. 

Mr.  Scott.  No,  you  have  underwriting.  You  have  underwriting, 
because  if  you  are  healthy  it  doesn't  matter  where  you  live.  You  get 
rated  based  on  your  own  individual  health.  If  you  move  into — no? 

Mr.  Cooper.  I  think  costs  vary  for  a  lot  of  reasons  today.  Per- 
sonal health  is  one.  There  are  a  lot  of  other  factors.  There  is  terrific 
redlining  and  other  problems  in  the  business  today.  There  are  some 
companies  who  don't  choose  to  serve  entire  areas  of  a  State,  and 
we  are  trjdng  to  make  sure  that  all  health  plans,  health  insurance 
and  health  providers,  serve  all  the  people  in  the  area.  They  can  no 
longer  redline  or  exclude. 

Mr.  Scott.  Thank  you,  Mr.  Chairman. 

Mr.  Martinez.  Thank  you,  Mr.  Scott. 

Mr.  Castle? 

Mr.  Castle.  I  always  hesitate  to  walk  in  after  I  have  been  ab- 
sent for  a  while  and  ask  questions  for  fear  you  have  been  answer- 
ing them.  But  I  raised  this  in  my  earlier  discussions,  Jim,  for  you 
or  for  Fred. 

My  concern  is  how  are  you  moving  towards  more  universal 
health  coverage  and  basic  coverage  for  people.  I  assume  you  are 
talking  about  eliminating  the  problems  of  portability  and  preexist- 
ing conditions,  and  Medicaid  melds  in  with  your  plan,  I  believe,  in 
some  way  or  another  so  that  the  underserved  may  be  served  better, 
et  cetera. 

But  what  else  are  you  doing,  and  can  you  give  me  numbers  in 
terms  of  how  close  you  are  getting  to  the  concept  or  how  your  uni- 
versal access  helps  with  the  real  coverage  of  people,  particularly 
those  who  are  either  undercovered  or  not  covered  today? 

Mr.  Cooper.  I  gave  Tim  Roemer  the  long  answer.  Let  me  give 
you  the  short  answer. 

Mr.  Castle.  Then  I  apologize. 

Mr.  Cooper.  The  President  is  for  universal  coverage  by  the  year 
1998.  We  are  for  the  same  goal  and  the  same  timetable.  We 
achieve  it  in  the  following  fashion. 

There  are  39  million  uninsured  today.  Sixty  percent  of  those — 60 
percent — are  below  double  the  poverty  level.  We  commit  to  covering 
them.  We  have  had  this  for  three  years.  That  is  60  percent  of  the 
problem  right  there.  That  is  step  one. 

Step  two  is  user  friendly  health  insurance.  The  portability,  acces- 
sibility, noncancellability,  all  the  things  you  were  talking  about 
awhile  ago. 

We  think  that  you  can  probably  pick  up  another  10  or  20  percent 
with  user  friendly  insurance.  So  that  should  get  you  up  to  about 
70  or  80  percent  of  the  uninsured  right  there.  And  that  is  what  we 
can  agree  on  today  on  a  bipartisan  basis. 

How  do  you  complete  the  job?  To  be  honest  with  you,  no  one  real- 
ly knows. 

Mr,  Castle.  What  is  the  rest  of  that  population — not  to  interrupt 
you,  what  is  the  rest  of  the  population? 
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Mr.  Grandy.  Well,  you  have  a  lot  of  people  who  are  currently 
self-employed  who  do  not  take  health  care.  They  go  bare  because 
they  can  only  deduct  25  percent.  You  have  a  certain  portion  of  peo- 
ple who  are  uninsurable  because  of  risks.  They  are  automatically 
included  under  the  new  law. 

But  I  think  the  important  point  to  draw  here  is  that  the  premise 
of  the  bill  is  to  let  markets  work  before  mandates.  The  government, 
this  Congress  is  very  good  at  imposing  mandates  whether  they  are 
individual  or  employer,  and  I  think  we  are  tr3dng  to  move  towards, 
obviously,  universal  coverage,  but  would  want  to  see  what  our 
progress  would  be  given  the  conditions  that  Mr.  Cooper  just  speci- 
fied. 

And  you  gave  some  arguments  earlier.  You  have  got  roughly  39 
million  uninsured,  as  we  say  60  percent  of  those  folks  are  the  poor 
and  near  poor  that  we  are  trying  to  deal  with — is  that  correct? 

And  that  to  me  is  the  target  that  is  most  at  risk.  That  is  the  pur- 
pose of  the  public  policy  first  and  foremost.  Not  to  necessarily  re- 
align insurance  benefits  among  the  middle  class,  but  to  go  after 
people  that  have  nothing  or  have  such  minimal  coverage  that  they 
essentially  have  nothing. 

Mr.  Castle.  I  am  not  in  anj^way  implying  that  there  is  anything 
in  your  plan  that  would  be  negative  with  respect  to  it.  I  am  actu- 
ally trjdng  to  close  the  gap  in  this  argument.  Because  my  feeling 
is  that  all  these  plans,  I  don't  think  any  of  the  plans  that  talk 
about  universal  coverage  per  se  are  quite  as  universal  as  one  might 
think  either,  except  maybe  single-payer.  And  I  just  think  this 
whole  gap  is  a  little  bit  less  of  an  issue  than  it  is  being  made  out 
to  be  by  various  proponents  of  different  plans. 

But  thank  you  very  much.  I  apologize  for  having  you  repeat  it. 

Mr.  Martinez.  Thank  you,  Mr.  Castle. 

Let  me  ask  you  something.  A  little  earlier  on  you  were  talking 
about  choice  and  allowing  the  people,  employers  with  over  100  em- 
ployees to  choose  their  plans,  but  less  than  that  not.  Why? 

Or  it  is  vice  versa.  The  small  companies  would  be  able  to  choose 
their  plan  for  their  bosses — rather  their  bosses,  but  the  companies 
over  100  the  bosses  would  choose.  If  it  is  good  for  the  companies 
under  100,  why  isn't  it  for  the  ones  above? 

Mr.  Cooper.  Well,  we  think  it  is  very  important  for  as  many  in- 
dividuals as  possible  to  be  able  to  choose  their  favorite  health  plan. 
We  can  open  this  up,  certainly  for  the  small  business  market,  a 
hundred  employees  or  fewer,  using  the  same  annual  menu  ap- 
proach that  Federal  employees  have  had  for  a  long  time. 

Most  companies  today  over  100  employees  already  offer  choices. 
They  are  large  enough  to  have  an  employee  benefits  manager.  They 
are  able  to  have  enough  clout  in  the  marketplace  to  get  several  dif- 
ferent folks  interested  in  their  business.  So  you  don't  really  have 
the  problem  in  the  larger  group  market  that  you  do  today  in  the 
smaller  group  market. 

We  think  it  is  very  important  too  to  have  this  equal  purchasing 
power.  About  half  of  the  folks  in  your  area,  in  the  cooperative  and 
about  half  outside  the  cooperative  but  working  for  larger  busi- 
nesses because  they  already  have  clout.  Hospitals  sit  up  and  take 
notice  when  they,  you  know,  ask  for  something.  Hospitals  don't 
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tend  to  pay  much  attention  if  it  is  a  business  of  5  or  10  people  say- 
ing, "Hey.  We  are  upset  with  your  care." 

Mr.  Martinez.  Well,  you  know  you  are  right  in  a  way,  but  in  an- 
other way — think  of  it  this  way.  Only  29  percent  of  those  compa- 
nies with  5,000  or  more  employees  are  able  to  choose  their  plans. 
So  that  is  a  whole  big  percentage  that  don't  get  to  choose  their 
plan. 

But  understand  this.  In  a  small  business,  and  a  lot  of  times  even 
today — you  know,  alliances,  they  have  been  bantering  this  thing 
around  as  if  it  is  something  great  and  new.  And  earlier  you  said 
that  small  companies  couldn't  band  together  to  get  insurance  cov- 
erage. That  is  not  true. 

In  fact,  in  my  State  in  my  trade  association  we  were  able,  a 
bunch  of  small  businesses,  to  get  together  to  get  a  health  care  plan 
for  ourselves.  We  formed  our  own  alliance  and  were  able  to  lever- 
age that  number  to  get  the  kind  of  a  rate  that  we  needed. 

In  fact,  which  brings  me  to  the  idea  that,  you  know,  already  we 
have  what  I  consider  the  best  health  care  plan  that  we  could  make 
universal  in  the  Nation.  And  I  go  along  with  Senator  Moynihan,  I 
believe  it  was,  who  said,  we  ought  to  give  the  people  out  there,  the 
public  out  there,  the  same  coverage  we  have. 

Right  now  the  Federal  employees  have  the  best  plans  available 
generally.  There  may  be  a  plan  like,  let's  say,  Calpers  in  LA — in 
California  rather — that  provide  a  better  health  care  plan  than  anv 
of  the  Federal  Government  plans,  but  that  is  an  alliance  that  al- 
ready exists  because  of  the  number  of  employees  they  have  in  that 
plan,  and  the  numbers  are  the  ones  that  bring  the  insurance  com- 
panies to  deal  with  the  rate  and  the  coverage  for  that  rate. 

In  fact,  the  most  efficient  office  we  have  in  government  is  the  Of- 
fice of  Personnel  Management  in  regards  to  how  they  negotiate  the 
rates  for  the  Federal  plans.  Now,  in  this  area  we  have  I  think  eight 
or  nine  plans  that  we  can  choose  from,  but  that  is  everything  from 
HMOs  to  fee-for-service  to  managed  competition,  anything  you 
want  in  that  already.  And  throughout  the  United  States  there  are 
over  400  different  plans  that  different  areas  are  able  to  provide 
choice  to  the  employees,  the  Federal  employees. 

And,  of  course,  you  know,  depending  on  where  you  are,  in  what 
region,  what  area  and  what  government  agency  it  is,  whether  they 
pay  80  percent  or  20  percent,  but  that  is  the  general  average,  the 
Federal  Government  paying  80  percent,  the  employee  paying  20 
percent,  which  is  an  ideal  plan. 

The  problem  is  that  we  don't  think  in  terms  of  embellishing  what 
we  have  and  moving  that  to  the  general  public,  but  we  want  to 
reinvent  and  everybody  is  rushing  to  reinvent,  and  sometimes  in 
doing  so  we  create  a  worse  situation  than  we  had  initially,  and 
really  what  we  started  out  to  do  was  cover  that  39  million  people 
that  were  uncovered  or  undercovered,  and  we  are  getting  into  a  lot 
of  other  areas  and  jeopardizing  alliances  that  already  exist,  jeop- 
ardizing plans  that  already  exist,  jeopardizing  agreements  that 
have  been  entered  into  between  employers  and  workers  that  are 
represented  by  a  bargaining  agency. 

And  let  me  ask  you  this.  In  your  plan  is  it  true  that  it  contains 
a  34  percent  excise  tax  on  employers  for  any  health  insurance  they 
provide  their  employees  above  the  lowest  cost  plan?  In  other  words, 
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if  employers  offer  their  employees  good  benefits  in  excess  of  the 
lowest  cost  plan,  they  are  going  to  have  to  pay  a  34  percent  penalty 
tax  for  offering  those  benefits. 

Isn't  it  inevitable  that  under  your  bill  that  many  people  will  in 
fact  lose  coverage  they  currently  have  as  employers  are  forced  to, 
by  your  bill,  to  drop  that  coverage?  Isn't  the  purpose  of  the  provi- 
sions, in  fact,  to  assure  that  people  have  less  coverage  so  they  are 
pa3dng  more  out  of  pocket? 

It  seems  to  me  that  that  is  a  goal  which  is  directly  contrary  to 
the  goal  of  health  care  reform,  which  is  greater  security. 

Mr.  Cooper.  I  would  be  delighted  to  explain  the  tax  provisions 
in  my  bill.  I  believe  Mrs.  Roukema  had  a  question  about  that  ear- 
lier as  well,  so  if  you  would  permit  me  to  go  into  some  detail. 

We  are  all  for  cost  containment.  We  are  all  for  getting  our  mon- 
ey's worth  from  health  care,  keeping  costs  down  but  making  sure 
tnat  the  quality  of  care  stays  up.  How  do  you  do  that?  What  is  the 
best  way? 

There  are  two  fundamental  approaches.  One  is  bureaucratic  cost 
controls,  if  you  think  bureaucrats  in  Washington  or  in  State  cap- 
itals can  hold  a  lid  on  prices  and  can  still  preserve  quality  of  care. 
I  happen  to  think  that  is  a  failed  approach. 

The  other  approach  is  markets,  and  I  think  markets  overall  have 
done  a  pretty  good  job  of  making  sure  that  we  get  our  money's 
worth  and  that  quality  is  maintained.  And  I  am  not  saying  that  no 
Federal  involvement  is  appropriate.  I  am  saying  that  we  do  need 
very,  very  limited  Federal  involvement  to  make  sure  that  at  least 
the  minimum  standards  are  met.  Okay. 

What  is  the  best  marketplace  approach  to  holding  down  costs? 
We  think,  and  there  are  a  world  of  folks  who  agree  with  us  on  this, 
including  Senator  Chafee  and  20  Senate  Republicans,  including 
many  thoughtful  Democrats  who  realize  that  heavy  bureaucratic 
approaches  don't  really  work. 

Today,  if  you  look  at  our  Nation's  third  largest  health  care  pro- 
gram, what  is  it?  Well,  I  won't  put  you  all  to  the  test.  Very  few  peo- 
ple even  know  its  name,  even  though  we  spend  about  $75  billion 
a  year  doing  it. 

Well,  what  is  it?  Medicare  is  the  biggest.  Then  there  is  Medicaid. 
And  what's  the  third.  Most  people  say  the  Veterans  Administra- 
tion. But  that  spends  far  smaller — far  less  money  than  this  one 
that  I  am  talking  about. 

What  is  it?  It  is  a  system  of  tax  breaks  that  really  have  no  name 
but  are  extraordinarilv  expensive.  And  they  are  for  a  very  worthy 
purpose.  They  are  in  there  to  help  folks  get  coverage. 

But  we  have  looked  at  these  tax  breaks  so  seldom  and  it  is  so 
touchy  politically  to  even  discuss  the  subject  that  these  tax  breaks 
have  turned  into  one  of  the  most  unfair  and  inefficient  programs 
in  all  of  Federal  Government. 

Let  me  give  you  some  examples.  There  are  two  basic  programs 
here  that  we  are  talking  about.  One  is  the  exclusion.  What  is  that? 
The  exclusion  is  when  you  are  boss  buys  your  health  coverage  and 
that  does  not  show  up  as  income  on  your  return. 

Well,  most  folks  in  my  district  don't  even  think  that  is  a  tax 
break,  and  I  am  not  going  to  try  to  explain  it  to  them  that  it  is. 
I  suggest  leaving  that  alone.  Don't  touch  it. 
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Guess  who  does  touch  it.  The  President  in  his  health  plan.  Not 
immediately,  but  in  the  year  2004  that  break  would  be  eliminated. 
We  think  that  that  is  not  good  policy.  I  have  called  it  nitroglycerin. 
It  is  too  dangerous  to  touch  it  seems  to  me. 

Other  folks  who  touch  that.  Look  at  the  Steams-Nickles  bill,  the 
so-called  Heritage  Foundation  approach.  They  eliminate  it. 

I  say  leave  it  alone  because  that  is  an  individual  tax  break  that 
our  citizens  have  known  and  enjoyed  for  a  long  time.  Don't  touch 
it. 

Mr.  Martinez.  Let  me  interrupt  you  there  for  just  a  minute  be- 
cause it  is  a  little  inconsistent  now.  If  you  believe  that  those  should 
not  be  treated  as  taxable  items  and  that  is  a  tax  break,  but  let's 
say,  on  the  other  hand,  we  don't — I  myself  don't  particularly  be- 
lieve it  is,  and  let  me  tell  you  why.  Because  in  many  cases  people 
forego — forewent — they  gave  up  raises  and  wages  so  they  could  get 
a  health  benefit  because  the  difference  in  the  wage  they  would  earn 
to  what  they  would  pay  in  income  tax  would  just  about  eliminate 
the  raise  they  got.  But  if  they  could  get  the  health  benefit  which 
they  needed  more  desperately,  and  so  in  a  way  that  was  an  incen- 
tive that  the  Federal  Government  provided  so  that  people  would 
provide  that  health  care  and  that  employees  could  get  the  health 
care. 

So,  on  the  other  hand,  though,  you  say  that  if  somebody  is  going 
to  get  a  better  plan  they  are  going  to  pay  a  34  percent  excise  tax. 

Mr.  Cooper.  I  was  getting  to  that.  We  are  in  agreement  on  the 
exclusion.  I  think  you  are  saying  don't  touch  the  exclusion.  I  say 
don't  touch  the  exclusion.  The  administration  bill  touches  the  ex- 
clusion, so  does  the  Nickles  plan,  so  does  the  Chafee  plan,  so  does 
the  Steams  plan.  I  say  leave  it  alone. 

What  do  we  do?  We  touch  the  deduction.  The  deduction  is  not  ni- 
troglycerin. It  is  still  dangerous.  It  is  dynamite.  But  it  can  be  han- 
dled safely. 

What  is  the  deduction?  Who  enjoys  the  deduction  today?  Usually 
only  corporations,  and  they  get  an  unlimited  blank  check  deduc- 
tion. In  fact,  it  is  about  the  last  unlimited  deduction  left  for  cor- 
porate America. 

Fortunately,  most  corporations  understand  that  this  is  too  sweet 
a  deal.  What  do  we  do?  We  do  not  get  rid  of  it.  We  suggest  trim- 
ming it.  And  the  practical  effect  of  the  excise  tax  that  you  are  men- 
tioning is  to  trim  the  deduction,  to  limit  it  to  the  price  of  the  lowest 
cost  basic  benefits  package  in  an  area.  Why  do  we  do  this?  For  a 
couple  of  reasons. 

We  think  that  it  would  raise  revenue  and  we  need  it  to  help 
cover  the  poor  and  the  near  poor  and  for  other  health  care  reform 
reasons.  We  also  think  it  is  important  to  encourage  corporations  to 
shop  more  wisely  for  health  benefits.  They  will  still  be  able  to  de- 
duct the  majority  of  any  health  plan,  and  they  can  still  deduct  100 
percent  of  any  health  plan  if  they  choose  the  lower  cost  one. 

And  folks  who  shop  wisely  for  health  benefits  discover  something 
very  exciting.  Oftentimes  the  highest  quality  plan  is  not  the  most 
expensive.  It  is  the  most  affordable.  Some  people  call  it  the  Mayo 
Clinic  effect.  Kings  and  queens  go  there.  It  is  one  of  the  most  pres- 
tigious and  highest  quality  places  in  the  world,  and  yet  it  is  also 
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one  of  the  cheapest.  The  Mayo  Clinic  has  paid  their  doctors  a  sal- 
ary forever. 

Health  care  works,  not  only  there  but  in  countless  other  places 
across  the  country  in  every  State.  The  President  in  his  first  health 
care  address  last  September  mentioned  the  heart  operation  in 
Pennsylvania  that  could  cost  $84,000  or  $21,000.  And  guess  what. 
As  the  President  said,  the  $21,000  operation  is  just  as  good,  if  not 
better,  than  the  $84,000  operation. 

But  because  medicine  is  so  complex  and  health  insurance  is  so 
complex  many  of  us  have  used  high  price  as  if  it  meant  high  qual- 
ity. That  is  wrong.  Because  when  you  shop  for  quality  in  medicine, 
and  in  the  field  it  is  called  outcomes  reporting,  outcomes  research, 
you  discover  the  fact  that  higher  quality  care  is  not  the  most  ex- 
pensive. 

Remember  too  we  would  have  a  federally  defined  minimum  pack- 
age so  there  could  be  no  substandard  plans  anywhere  in  America. 
There  is  a  Federal  safety  net  for  all  of  our  citizens  for  the  first 
time. 

But  what  we  are  talking  about  here  is  a  competition  among  these 
Federal  plans.  Not  federally  run,  but  at  least  have  to  adhere  to 
Federal  minimum  quality  standards.  A  real  competition  among 
those  plans  to  see  who  can  do  the  best  job  of  delivering  basic  health 
coverage  to  all  the  people  in  that  area. 

That  is  essentially  a  market-based  bidding  process.  These  health 
plans  will  have  to  come  up  with  the  best  price  possible.  Bidding  in 
advance  so  that  we  will  know  the  price  in  advance.  And  what  you 
will  find  in  that  competition  is  something  very  exciting. 

In  the  Calpers  system  that  Chairman  Martinez  was  mentioning 
earlier,  which  is  one  of  the  better  examples  in  the  country  of  man- 
aged competition  already  working,  what  you  will  find  is  the  price 
differences  become  remarkably  small.  Because  when  you  are  offer- 
ing the  same  benefits  package,  there  is  not  as  wild  a  variation  as 
there  would  be  of  some  plan  offered  in  vitro  fertilization  and 
liposuction  and,  you  know,  all  sorts  of  other  things,  and  other  plans 
did  not. 

You  are  basically  offering  the  same  package,  but  the  competition 
is  on  to  see  who  can  do  the  best  job  of  offering  that  same  package 
at  the  highest  possible  quality  at  the  lowest  possible  cost. 

So  the  exciting  news  of  this  whole  thing  is  what?  The  average 
citizen  is  not  hurt  with  our  tax  changes.  The  average  citizen  gets 
a  new  tax  break.  We  take  most  all  of  the  money,  that  we  are  taking 
away  from  corporations  and  what  do  we  do  with  it?  We  turn  it  over 
to  individuals,  average  citizens,  average  employees,  so  that  they 
can  deduct  the  purchase  of  health  insurance  for  the  first  time  in 
their  lives. 

How  much  of  your  health  insurance  can  you  deduct?  How  much 
can  any  American  deduct?  Ususdly  the  answer  is  zero.  Why?  Be- 
cause under  current  tax  law  you  are  able  to  deduct  the  excess  over 
7V2  percent  of  your  income,  and  health  insurance  is  almost  always 
in  that  first  7V2  percent. 

For  the  average  American  family  that  rule  basically  means  you 
can  deduct  the  second  medical  catastrophe  of  the  calendar  year, 
but  you  can  never  deduct  the  first.  That  is  not  fair. 
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Meanwhile  we  are  allowing  corporations  to  deduct  extravagant 
policies.  Chrysler  today  could  fully  deduct,  no  questions  asked,  a 
policy  to  send  Lee  lacoccoa's  successor  to  Switzerland  in  a  private 
jet  if  he  was  afraid  he  had  the  hiccups,  and  every  taxpayer  in 
America  is  helping  Chrysler  afford  that  policy. 

Meanwhile  today  if  you  work  for  small  business,  your  boss  can't 
afford  to  buy  you  coverage,  if  you  have  the  most  pitiful  plan  you 
have  had  to  pay  for  every  penny  of  that  yourself  with  your  own 
after-tax  dollars.  You  are  not  getting  one  penny  of  help  from  the 
$75  billion  tax  system  that  should  be  there. 

Our  purpose  is  to  help  every  American  afford  Chevrolet  coverage 
at  least  before  we  subsidize  any  Cadillac  plans.  If  you  want  a  Cad- 
illac plan,  fine.  You  can  still  deduct  the  Chevrolet  element  of  it. 
And  since  most  Americans  have  never  been  able  to  deduct  even  a 
skateboard  or  a  bicycle,  it  is  a  very  exciting  and  positive  tax 
change. 

This,  by  the  way,  is  a  $54  billion  subsidy  program  over  the  next 
five  years  for  average  citizens,  and  it  is  not  in  the  President's  plan. 
They  would  allow  self-employed  people  to  fully  deduct.  We  not  only 
do  that,  we  would  allow  the  average  employee  to  deduct. 

So  it  is  very  important  to  understand  our  Nation's  third  largest 
health  program,  the  program  with  no  name,  the  program  that  has 
turned  out  to  be  one  of  the  most  unfair  and  wasteful  programs  in 
the  Federal  Government,  the  program  we  have  to  understand  if  we 
are  going  to  reform  our  health  system.  Because  the  bottom  line  is 
this.  Whio  do  you  want  to  control  casts,  bureaucrats  or  the  market? 
This  is  the  best  market  mechanism  you  can  find. 

Mr.  Martinez.  I  thank  you  very  much,  Mr.  Cooper.  We  want  to 
move  on  to  the  next  panel,  and  I  want  to  thank  you  for  your  testi- 
mony here  today. 

I  will  just  close  by  saying  the  assumption  that  the  lowest  cost 
plan  is  necessarily  the  most  efficient  is  not  necessarily  accurate.  It 
mav  be  in  some  wild  instance,  but  not  necessarily  true  throughout, 
and  generally  you  get  what  you  pay  for. 

And  the  other  thing  is  that  if  everyone  went  to  the  lowest  cost 
plan,  the  revenues  that  you  wanted  to  raise  to  offset  the  cost 
wouldn't  be  there  because  nobody  would  be  paying  that  excise  tax. 

But  then  again  we  agree  to  disagree  agreeably.  Right? 

Thank  you  very  much,  Mr.  Cooper. 

Mrs.  ROUKEMA.  Mr.  Chairman,  I  just  want  to  say  make  one  ob- 
servation. 

Mr.  Martinez.  Mrs.  Roukema. 

Mrs.  Roukema.  It  would  seem  to  me,  and  we  won't  belabor  this 
point  here  but  I  will  have  some  follow  up  questions  for  you.  But 
it  would  seem  to  me  that  your  plan  on  the  tax  basis  either  has 
been  wildly  changed  since  it  was  first  introduced  or  your  Repub- 
lican advocates  wildly  misrepresented  it  to  a  lot  of  people. 

But  I  just  want  to  challenge  you  on  your  assertion,  and  your  dog- 
matic assertion,  that  this  reference  to  the  current  tax  program  is 
a  wild  giveaway  or  a  wasteful  giveaway.  I  would  suggest  to  you 
that  the  elements  that  have  made  quality  health  care  in  the  United 
States  available  to  more  average  citizens  than  any  other  country  in 
the  world  should  not  be  characterized  as  a  giveaway  and  a  tragic 
failure,  whatever  the  language  was. 
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I  would  suggest  to  you  that  doesn't  mean  that  we  can't  do  better, 
but  that  we  should  be  preserving  those  elements  that  have  ex- 
tended that  quality  of  health  care  to  so  many  of  our  average  work- 
ers whether  they  be  in  labor  unions  or  unorganized  workers  work- 
ing for  high  quality  small  businesses  that  currently,  at  great  ex- 
pense to  themselves,  are  providing  high  quality  health  care  for 
their  employees. 

And  there  are  only  some  small  businesses  that  are  claiming  that 
it  is  too  expensive.  But  those  we  have  to  help  them  out.  But  I  tell 
you  my  small  business  people,  my  business  people  large  and  small 
who  have  been  good  citizens  and  good  employers  because  they  want 
the  loyalty  of  their  employees  are  pretty  fed  up  with  the  small 
businesses  and  those  others  who  are  cost  shifting  and  whose  costs 
they  are  paying  for. 

Your  plan  does  address  that  lower  end  of  the  scale  well.  But  I 
don't  want  anyone  to  think  that  your  assertion  here  about  the  tax 
benefits  will  go  unchallenged.  It  is  a  debatable  question  and  an  in- 
teresting one,  but  don't  characterize  it  as  being  the  most  wasteful 
in  the  world  when  in  fact  that  system  has  extended  more  health 
care  and  better  health  care  to  more  people  than  any  other  system 
in  the  industrialized  world. 

Mr.  Martinez.  Thank  you,  Mrs.  Roukema. 

Mrs.  Roukema.  Thank  you  very  much. 

Mr.  Martinez.  Mr.  Cooper,  your  enthusiasm  for  your  plan  is  to 
be  commended.  There  are  in  every  plan  some  good  and  some  bad. 
There  is  a  lot  of  good  in  your  plan. 

There  are  some  things  that  I  think  as  you  move  your  plan  for- 
ward you  will  find  that  people  would — if  they  would  adopt  it  they 
would  want  to  amend  certain  sections  of  it,  and  I  am  sure  you  have 
been  here  long  enough  to  understand  that  that  is  the  process. 

But  I  want  to  thank  you  for  the  time  that  you  have  given  be- 
cause it  has  been  considerable. 

Mr.  Cooper.  Thank  you. 

Mr.  Martinez.  Thank  you. 

Our  next  panel  consists  of  Dr.  Marilyn  Moon,  Health  Economist 
of  the  Urban  Institute,  Washington,  DC;  Dr.  Irwin  Redlener,  Chief, 
Community  Pediatrics  Division,  Montefiore  Medical  Center,  Albert 
Einstein  College  of  Medicine,  President  of  the  Children's  Health 
Fund,  from  the  Bronx,  New  York;  Mr.  Jon  Reiker,  Vice  President- 
Benefits,  General  Mills,  Inc.,  Orlando,  Florida;  Mr.  Ernest 
Clevenger,  President  of  AP  Benefits,  Inc.,  Brentwood,  Tennessee; 
Ms.  Peggy  Connerton,  Director  of  Public  PoHcy,  Service  Employees 
International  Union,  Washington,  DC;  Mr.  Mike  Tarre,  Director  of 
Compensation  and  Benefits,  IBM  Corporation,  Washington,  DC; 
Mr.  David  Kendall,  Senior  Analyst  for  Health  Policy,  progressive 
Policy  Institute,  Washington,  DC;  and  Mr.  Ronald  F.  Pollack,  Exec- 
utive Director,  Families  USA,  Washington,  DC. 

And  why  don't  we  start  with  you.  Dr.  Marilyn  Moon? 
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STATEMENTS  OF  MARILYN  MOON,  Ph.D.,  HEALTH  ECONOMIST, 
THE  URBAN  INSTITUTE,  WASHINGTON,  DC;  PEGGY 
CONNERTON,  DIRECTOR  OF  PUBLIC  POLICY,  SERVICE  EM- 
PLOYEES INTERNATIONAL  UNION,  WASHINGTON,  DC;  IRWIN 
REDLENER,  M.D.,  CHIEF,  COMMUNITY  PEDIATRICS  DIVI- 
SION, MONTEFIORE  MEDICAL  CENTER,  ALBERT  EINSTEIN 
COLLEGE  OF  MEDICINE,  PRESIDENT  OF  CHILDREN'S 
HEALTH  FUND,  BRONX,  NEW  YORK;  MIKE  TARRE,  DIRECTOR, 
COMPENSATION  AND  BENEFITS,  IBM  CORPORATION,  WASH- 
INGTON, DC,  ON  BEHALF  OF  THE  CORPORATE  HEALTH 
CARE  COALITION;  JON  REIKER,  VICE  PRESIDENT-BENEFITS, 
GENERAL  MILLS,  INC.,  ORLANDO,  FLORIDA;  DAVID  B.  KEN- 
DALL, SENIOR  ANALYST  FOR  HEALTH  POLICY,  PROGRES- 
SIVE POLICY  INSTITUTE,  WASHINGTON,  DC;  ERNEST  A. 
CLEVENGER,  PRESIDENT,  AP  BENEFITS,  INC.,  BRENTWOOD, 
TENNESSEE,  ON  BEHALF  OF  SELF-INSURANCE  INSTITUTE 
OF  AMERICA,  INC.;  AND  RONALD  F.  POLLACK,  EXECUTIVE 
DIRECTOR,  FAMILIES  U.SA.,  WASHINGTON,  DC 

Ms.  Moon.  Thank  you. 

I  appreciate  the  opportunity  to  be  here  to  address  the  committee 
today,  Mr.  Chairman,  and  a  number  of  the  things  that  I  want  to 
talk  about  have  certainly  been  touched  on,  so  I  am  only  going  to 
mention  a  few  issues.  I  know  the  time  is  late. 

I  do  think  that  it  is  important  to  pick  up  on  the  theme  that  Con- 
gressman Grandy  raised,  and  that  is  that  much  of  the  debate  gets 
confusing  and  sometimes  is  misrepresented,  and  that  is  the  spirit 
in  which  I  wrote  the  comments  that  you  have  before  you  today. 

I  believe,  for  example,  that  this  legislation  is  not  incremental  as 
it  has  often  been  characterized.  I  think  it  is  incremental,  perhaps, 
only  in  terms  of  coverage  and  not  in  terms  of  its  effect  on  the  econ- 
omy and  on  the  health  care  sector,  and  that  is  essentially  the  bot- 
tom line  of  what  I  have  to  say. 

I  also  talk  in  my  testimony  about  the  fact  that  it  is  very  difficult 
to  characterize  a  lot  of  the  elements  of  the  plan  because  of  the  lack 
of  specificity  on  the  benefits  package.  I  think  we  heard  some  very 
good  reasons  why  they  are  not  specified  in  this  legislation,  but 
since  so  much  of  the  financing  of  the  system  and  the  ability  of  low 
income  individuals  to  afford  coverage  will  turn  upon  what  that  ben- 
efit package  looks  like  I  think  that  is  a  critical  element  that  needs 
to  be  addressed. 

In  terms  of  the  organization  and  delivery  of  care  I  mostly  talk 
about,  or  one  of  my  largest  concerns  is  in  terms  of  the  question  of 
the  ability  of  firms  to  self-insure,  to  select  out  of  the  pool  that  Mr. 
Cooper  talked  about  as  being  so  important  to  make  sure  that  there 
is  risk  adjustment  and  so  forth. 

And,  as  I  see  this  plan  with  employers  of  more  than  100  able  to 
opt  out  and  self-insure,  as  well  as  some  other  problems  in  terms 
of  the  risk  selection  that  is  going  to  occur  when  you  put,  for  exam- 
ple, disabled  Americans  into  pool  for  small  employers,  I  think  that 
it  can  make  care  more  expensive  for  small  employers,  for  the  peo- 
ple who  face  the  subsidies  and  for  anyone  that  is  in  those  open 
AHPs  in  this  plan. 

In  terms  of  expansion  of  coverage,  I  emphasize  the  fact  that 
phasing  out  at  200  percent  of  poverty  means  that  subsidies  in 
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many  cases  will  be  too  small  to  assure  full  coverage.  Congressman 
Cooper  was  dismissing  the  problem  of  those  60  percent  of  the  popu- 
lation that  are  uninsured  that  have  incomes  under  200  percent  of 
poverty. 

I  think  a  young  family  of  four  with  two  children,  where  the  fam- 
ily earns  $25,000  a  year  and  where  the  cost  of  the  subsidy  will  be 
such  that  their  subsidy  is  only  about  21  percent  of  the  cost  of  the 
premium,  leaving  them  with,  perhaps,  $4,000  a  year  to  make  up, 
that  family  is  likely  not  to  buy  insurance  unless  it  is  a  high  risk 
family.  Then  it  will  raise  the  risk  selection  in  that  pool  and  it  will 
have  a  circular  effect  because  it  will  tend  to  raise  the  cost  of  pre- 
miums over  time.  That  is  a  dilemma  for  those  young  families,  and 
I  think  that  is  a  really  critical  part  of  this  proposal. 

That  is  something  that  you  could  solve  or  improve  by  expanding 
up  the  income  scale  who  gets  protection  in  this  plan,  but  then  the 
plan  becomes  much  more  expensive  very  quickly,  because  there  are 
many  young  families  in  exactly  that  situation. 

In  terms  of  financing,  then,  I  talk  about  the  problems  with  the 
elimination  of  Medicaid  as  the  chief  financing  mechanism  for  this 
proposal.  That  is  where  most  of  the  dollars  are  that  this  proposal 
gets,  and  it  means  that  services  for  those  above  100  percent  of  pov- 
erty who  now  have  good  coverage  under  Medicaid  are  going  to  be 
curtailed  in  many  cases,  and  I  think  that  is  a  problem,  especially 
for  young  children  who  now  in  many  cases  have  been  getting  im- 
proved coverage  under  Medicaid. 

And  secondly,  the  disturbing  problem  of  leaving  to  States  the 
issue  of  long-term  care,  particularly  since  some  States  that  have 
made  a  major  effort  in  the  long-term  care  area  and  that  have  rel- 
atively low  incomes  I  think  will  be  considerably  disadvantaged. 

Finally,  the  last  thing  that  I  think  is  interesting  about  this  pro- 
posal that  has  not  been  mentioned  is  the  question  of  the  safety 
valve.  What  happens  if  Federal  savings  are  not  enough  to  pay  for 
the  subsidies  for  low  income  people?  What  happens  if  lots  of  people, 
as  in  Oregon,  trot  out  and  say  we  want  insurance,  we  are  willing 
to  pay  even  high  cost  for  insurance  because  we  think  it  is  impor- 
tant, £ind  the  savings  are  not  enough  through  the  means  that  Con- 
gressmen Cooper  and  Grandy  and  others  propose? 

And  the  answer  in  this  legislation  is  that  there  will  be  discounts 
that  will  be  enforced  not  only  on  the  plans  that  get  these  people 
but  that  will  be  shared  across  all  health  care  plans  in  the  United 
States,  including  self-insured  closed  plans.  These  HPPCs  that  are 
going  to  be  so  incredibly  inconsequential  are  going  to  have  the  job 
of  charging  self-insured  employers  like  IBM  or  General  Mills  an  ad- 
ditional amount  of  money  to  make  up  the  shortfall. 

I  think  there  are  a  number  of  strong  elements  of  this  proposal. 
I  think  that  there  are  a  number  of  good  things  about  it,  as  anyone 
who  is  an  analyst  says,  though,  it  is  generally  focused  on  some  of 
the  concerns  and  problems,  and  I  would  hope  that  these  get  the  at- 
tention as  we  debate  this  important  piece  of  legislation. 

Thank  you. 

Mr.  Martinez.  Thank  you,  Dr.  Moon. 

[The  prepared  statement  of  Ms.  Moon  follows:] 
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Marilyn  Moon  ^ 

The  Urban  Institute 

I  appreciate  the  opportunity  to  testify  before  the  committee  on  H.R.  3222,  the 
Managed  Competition  Act  of  1993.   This  legislation,  sponsored  by  Congressman  Jim  Cooper 
represents  one  of  the  major  approaches  to  health  care  reform  now  under  consideration.   And 
while  this  bill  has  received  much  favorable  publicity  of  late,  it  has  not  been  closely 
scrutinized  for  what  its  impact  would  be. 

The  Cooper  bill  is  sometimes  characterized  as  an  incremental  approach  less  sweeping 
than  legislation  proposed  by  President  Clinton,  but  one  which  could  achieve  nearly  universal 
insurance  coverage.    On  the  contrary,  I  will  argue  today  that  the  legislation  would  likely  have 
major  impacts  on  the  way  in  which  health  care  financing  is  organized  in  the  United  States, 
but  that  it  would  still  likely  fall  short  of  the  goal  of  universal  coverage.   Indeed,  this  is 
echoed  by  the  preamble  to  the  legislation  which  indicates  that  its  goals  are  to  contain  health 
care  costs--an  activity  that  must  change  the  way  care  is  delivered  for  all  Americans--and  only 
to  improve  access  to  health  care,  with  no  promise  of  universal  coverage. 

After  discussing  the  basic  elements  of  the  legislation,  I  will  focus  my  analysis  on  the 
strategies  of  cost  containment  through  market  reorganization,  expanded  coverage  initiatives 
and  financing  mechanisms. 

The  Plan's  Basic  Approach 

Like  other  approaches  relying  on  managed  competition,  H.R.  3222  seeks  to  strengthen 
the  economic  incentives  present  in  the  health  care  system  to  promote  price  competition  among 
health  insurance  plans  as  the  major  way  to  hold  down  health  care  costs.   Although  we  have  a 
system  that  already  allows  market  competition,  proponents  of  this  approach  argue  that  there 
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are  a  number  of  barriers  that  prevent  competition.    One  major  impediment  addressed  in  the 

legislation  is  the  tax  treatment  of  insurance  that  encourages  "Cadillac"  plans  since  health 

benefits  are  offered  to  workers  as  before-tax  benefits.   This  distortion  of  the  market  leads  to 

the  encouragement  of  plans  that  are  richer  than  would  otherwise  be  chosen.   Consequently, 

the  Cooper  bill  restricts  what  employers  and  individuals  can  deduct  to  a  standard  benefit 

package  at  the  premium  charge  of  the  lowest  price  plan  in  a  particular  area.   This  should 

reduce  the  willingness  of  employers  to  offer  rich  health  benefit  packages,  but  it  could  also 

mean  tax  increases  for  middle  and  upper-income  families. 

In  addition,  improved  competition  requires  that  some  of  the  undesirable  strategies  that 
insurers  use  to  compete  be  eliminated.   Insurers  have  found  that  one  of  the  most  effective 
ways  to  hold  down  the  costs  of  insurance  they  offer  is  to  discriminate  against  people  with 
poor  health  risks.   They  do  this  by  establishing  pre-existing  condition  exclusion  clauses  and 
by  refusing  to  write  policies  for  employers  who  have  high  risk  employees.    Alternatively,  they 
may  agree  to  write  policies  for  such  firms  but  charge  them  very  high  prices  so  that  they  can 
offer  lower  insurance  premium  rates  to  the  firms  with  more  desirable  risks.   Moreover, 
insurance  is  often  very  expensive  for  individuals  who  are  not  in  groups  such  as  employer- 
based  plans.   All  of  these  activities  need  to  be  eliminated  or  substantially  reduced  if  there  is 
to  be  reasonable  competition  among  insurers.   The  Cooper  bill  does  offer  a  number  of 
reforms  which  are  stronger  than  many  of  the  Republican  proposals,  but  weaker  than  the 
Clinton  Administration's  bill. 

Further,  small  employers  or  individuals  who  wish  to  purchase  insurance  face  very  high 
administrative  costs  because  of  the  marketing  and  other  expenses  that  insurers  face  when 
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dealing  with  small  numbers  of  potential  enrollees.   Thus,  H.R.  3222  introduces  health  plan 
purchasing  cooperatives  (HPPCs)  to  facilitate  purchase  of  insurance  by  small  fums  and 
individuals.   HPPCs  operate  as  a  clearinghouse  for  offering  a  range  of  health  plans  to  these 
groups.   By  offering  several  plans,  competition  is  also  fostered;  individuals  may  choose 
among  several  options  rather  than  just  being  directed  into  one  plan. 

The  Cooper  biU  also  offers  subsidies  to  low  income  persons.   Medicaid  would  be 
eliminated,  but  in  its  place  premiums  would  be  fully  subsidized  for  all  persons  below  the 
poverty  level.    Near-poor  persons  with  incomes  above  100  percent  of  poverty  would  be 
offered  partial  subsidies  that  decline  as  their  incomes  rise  and  phase  out  for  anyone  above  200 
percent  of  poverty.   There  would  also  be  some  additional  supplemental  benefits  for  persons 
below  100  percent  of  poverty  beyond  the  basic  benefit  package. 

Financing  for  these  subsidies  would  come  from  several  sources.   Higher  income  taxes 
would  likely  be  paid  by  corporations  and  individuals  because  of  the  limit  on  the  deductibility 
of  insurance  as  described  above.   Moreover,  the  eUmination  of  Medicaid  would  result  in 
considerable  savings;  while  the  federal  government  would  still  have  to  pay  for  many  of  those 
previously  covered  by  Medicaid  in  the  form  of  new  subsidies,  there  would  be  some  reductions 
in  benefits  especially  by  making  states  responsible  for  long  term  care.   The  Medicare  program 
would  also  be  cut  to  achieve  further  federal  savings. 

It  is  difficult  to  undertake  a  careful  analysis  of  this  legislation,  however,  because  some 
key  elements  are  missing.   Most  important  of  these  is  the  basic  benefit  package  which,  for 
example,  affects  the  level  of  tax  deductibility  and  the  costs  of  the  premium  subsidies  for  low 
income  persons.   If  the  package  is  very  basic--as  the  text  implies  at  several  points-then  many 
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employers  and  individuals  would  be  affected  by  the  deductibility  limits,  but  the  costs  to  the 
government  of  subsidies  would  be  quite  low.   If  the  benefit  package  is  generous,  few 
revenues  would  be  raised  from  limiting  deductibility  and  it  would  be  difficult  to  pay  for  the 
subsidies  for  those  with  low  incomes.    Further,  there  are  a  number  of  areas  where  the  bill 
promises  some  complicated  adjustments,  but  the  details  indicating  how  that  would  be  done 
and  what  enforcement  mechanisms  might  be  used  are  lacking,  leaving  the  impression  at  least 
that  these  are  not  serious  elements  of  the  proposal. 

Reorganizing  the  System  of  Financing  Health  Care 

Characterizing  the  Cooper  bill  as  an  incremental  approach  makes  it  seem  as  though 
only  minor  tinkering  with  the  way  in  which  Americans  get  their  health  care  will  occur.   But 
this  is  not  the  case.   Although  mandates  on  employers  are  limited  to  offering  insurance  to 
employees  and  no  one  is  required  to  purchase  insurance,  this  legislation  would  use  instead 
very  strong  economic  incentives  to  achieve  major  changes. 

For  example,  employers  or  individuals  could  deduct  the  costs  of  their  health  care 
insurance  premiums  only  for  accountable  health  plans  (AHFs)  which  meet  certain  conditions 
and  even  then  only  up  to  the  standard  benefit  package  priced  at  the  rate  of  the  lowest  cost 
plan  in  a  regional  area.   Many  employers  who  now  offer  generous  benefit  packages  and 
relatively  expensive  fee-for-service  plans,  would  face  the  choices  of  major  changes  in  health 
care  offerings  to  employees  or  paying  higher  taxes.   This  could  mean  that  many  Americans 
would  have  to  rethink  the  way  in  which  they  now  get  their  insurance  coverage.   Choosing 
more  generous  benefits  would  effectively  mean  substantially  higher  out-of-pocket  spending 
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5 
for  many.   And  while  the  plan  does  not  require  that  AHPs  be  health  maintenance 

organizations  or  other  managed  care  entities,  the  intent  is  to  push  people  in  that  direction. 

This  change  in  economic  incentives  is  the  major  engine  for  cost  containment  in  the 
bill.   But  it  would  only  work  if  several  things  happen.   First,  employers  and  individuals  must 
begin  to  choose  lower  cost  plans.   They  must  become  price  sensitive--a  phenomenon  that  is 
alien  to  most  Americans  with  regard  to  their  health  care.   Second,  the  plans  must  be  able  to 
find  ways  not  only  to  start  out  with  lower  prices,  but  to  hold  down  the  rate  of  growth  over 
time.   But  will  plans  be  able  to  do  this  on  their  own?  There  is  little  evidence  to  suggest  that 
even  aggressive  managed  care  plans  hold  down  costs  over  time  very  well.   Moreover,  since 
Americans  have  indicated  their  reluctance  to  face  change  in  the  delivery  of  care,  plans  that 
offer  very  tough  controls  may  alienate  their  enrollees  and  lose  out  to  less  stringent 
competitors.   Again,  one  of  the  important  and  unknown  questions  is  whether  this 
reorganization  of  health  care  will  lead  to  lower  growth  in  health  care  spending.   Even  these 
changes  may  not  be  enough  to  foster  healthy  competition  in  this  market.   Thus,  it  is  possible 
that  we  could  have  a  major  reorganization  of  the  structure  of  insurance,  but  no  long  term 
solution  to  the  problem  of  health  care  cost  growth. 

Another  important  aspect  of  the  legislation  is  the  reforms  of  insurance  practices 
requiring  that  all  accountable  health  plans  meet  certain  standards.   One  goal  is  to  eliminate 
selection  on  the  basis  of  risk  that  results  in  major  variations  in  the  price  of  premiums  or  even 
denial  of  insurance.   So-called  "open"  AHPs  would  have  to  offer  insurance  to  any  qualified 
buyer  and  they  would  charge  premiums  that  would  vary  only  according  to  a  standard  set  of 
adjustments  for  age.   These  so-called  "rate  bands"  would  substantially  reduce  price 
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discrimination  against  those  with  health  problems.    But  for  several  reasons,  risk  selection 

problems  may  arise  that  increase  the  costs  of  premiums  in  the  open  AHPs.   First,  the  pools 
that  AHPs  must  consider  in  setting  their  premiums  will  contain  some  very  high  risk 
individuals:    former  Medicaid  enrollees  who  qualified  by  being  disabled.    Second,  employers 
with  more  than  100  workers  would  be  allowed  to  self  insure  and  operate  as  "closed"  AHPs. 
If  the  pool  of  individuals  covered  by  the  open  plans  contained  many  high  risks,  employers 
would  face  strong  economic  incentives  to  self  insure,  thus  reducing  the  effectiveness  of  the 
nondiscrimination  goals  of  the  legislation.    In  fact,  this  can  become  a  self-defeating 
proposition  because  the  more  employers  who  choose  to  self  insure,  the  greater  the  risk  of 
adverse  selection  in  the  open  AHPs  and  the  greater  the  incentive  for  employers  to  self  insure. 
The  remedies  for  risk  selection  within  the  HPPCs  that  are  proposed  in  the  plan  do  not  solve 
this  problem;  since  enrollment  is  voluntary,  the  problems  of  risk  selection  will  remain. 

If  there  is  a  problem  of  poor  risks  in  the  AHPs,  the  goal  of  making  insurance  more 
affordable  for  small  businesses  would  be  undermined.    Small  employers  are  required  to 
participate  in  the  HPPCs.   Small  businesses  that  now  offer  insurance  are  likely  to  have  a 
healthy  risk  pool  which  keeps  their  costs  low.    Consequently,  their  costs  may  actually  rise 
under  this  proposal  if  the  expense  from  including  higher  risk  persons  offsets  any  savings  from 
reduced  administrative  costs.  It  seems  likely  that  some  small  firms  with  high  nsk  employees 
would  find  relief  in  the  premium  levels  they  face  and  sign  up.    Others  would  see  their  costs 
rise  and  might  cut  back  on  contributions  for  their  employees.    If  this  is  the  case,  then  these 
reforms  may  not  expand  the  number  of  small  businesses  willing  to  subsidize  the  costs  of 
insurance  for  their  employees.   That  could  substantially  reduce  the  effectiveness  of  these 
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reforms  in  expanding  coverage. 

H.R.  3222  would  not  eliminate  pre-existing  condition  exclusions,  but  it  would 
substantially  reduce  the  ways  in  which  pre-existing  condition  clauses  may  now  discourage 
people  from  changing  jobs  or  from  obtaining  any  insurance.   Those  who  shift  coverage  and 
have  a  period  of  six  months  of  prior  coverage  would  face  no  limits.   The  restrictions  instead 
apply  to  people  who  were  not  covered  before  and  who  have  in  the  past  three  months  been 
diagnosed  or  treated  for  a  particular  disease.   Such  individuals  would  face  a  six-month  pre- 
existing condition  exclusion.   This  is  a  reasonable  rule  to  discourage  individuals  from 
declining  to  purchase  insurance  until  they  are  sick  and  then  signing  up  since  the  plan  is 
voluntary. 

Thus,  even  though  this  part  of  the  legislation  appears  to  be  only  a  reorganization   of 
the  private  market,  it  would  likely  lead  to  considerable  change  in  the  structure  of  insurance 
and  to  the  creation  of  a  number  of  "winners  and  losers."    And  despite  these  large  changes,  it 
may  not  achieve  the  goals  of  more  affordable  coverage  for  small  businesses  or  control  of 
health  care  spending.   The  most  likely  group  to  benefit  would  be  middle  and  upper  income 
people  who  now  have  a  hard  time  getting  insurance  because  of  their  employment  situations  or 
health  problems.   What  about  those  who  need  help  to  make  care  more  affordable? 

How  Well  Would  Subsidies  Do  in  Expanding  Coverage? 

To  assure  coverage  to  low  and  moderate  income  families  requires  subsidies  of 
insurance  to  make  care  more  affordable.   Although  the  Cooper  bill  technically  offers  subsidies 
up  to  200  percent  of  poverty  (which  is  equivalent  to  about  $28,000  in  income  for  a  family  of 
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four),  the  subsidy  diminishes  to  zero  at  that  level.    And  above  about  $21,000  for  a  family  of 
four,  the  subsidy  would  be  less  than  half  of  the  costs  of  the  lowest  price  plan. 

To  entice  people  to  enroll,  subsidies  would  need  to  be  generous  and  the  subsidies  of 
the  Cooper  plan  may  not  be  sufficient.    For  example,  a  family  of  four  with  S25,000  of  income 
would  be  eligible  for  a  subsidy  of  21  percent  of  the  costs  of  the  basic  plan.    If  the  premium 
were  $5000,  the  family  would  still  owe  nearly  $4000-or  16  percent  of  their  income.    If  the 
premium  were  lower,  reflecting  a  less  generous  policy,  the  situation  for  this  family  might  not 
improve:  the  premium  costs  would  be  lower,  but  they  would  then  have  to  pay  higher  out-of- 
pocket  costs  for  any  uncovered  health  care  which  would  not  be  subsidized  at  all. 

But  the  cost  of  even  the  subsidies  offered  under  H.R.  3222  could  quickly  get  to  be 
very  high.   For  example,  there  are  about  77  million  people  under  age  65  and  with  incomes 
below  200  percent  of  poverty  in  the  United  States.   About  39  million  of  these  people  have 
incomes  below  the  poverty  level  and  they  would  need  to  be  fully  subsidized.    This  includes 
over  2  million  disabled  persons  who  now  get  Medicaid  and  whose  costs  of  care  are  quite 
high.   Although  about  23  million  have  employer-based  coverage,  if  individual  subsidies  were 
offered,  employers  of  low  wage  workers  would  face  strong  incentives  to  cut  back  on  their 
coverage.   The  number  with  employer-subsidized  insurance  would  likely  fall.   Thus,  about  55 
to  60  million  people  would  be  eligible  for  federal  aid.  over  half  of  whom  would  be  fully 
covered  by  federal  contributions.    If  subsidies  averaged  $1500  per  person  for  55  million 
people,  subsidy  costs  would  reach  $82.5  billion  annually~not  a  very  incremental  cost   CBO's 
1992  estimate  of  the  costs  of  an  earlier  version  of  this  legislation  were  $132  billion  in  1996 
just  for  the  subsidies  of  persons  below  poverty. 
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Actually  a  more  important  problem  may  arise  if  many  fewer  people  decide  to 

participate.    As  noted  above,  the  subsidies  would  not  be  generous  for  low  income  families 
with  incomes  in  the  range  of  150  to  200  percent  of  poverty.   If  employer  based  coverage 
declines  a  bit  for  this  group  of  the  population  (as  seems  likely  given  the  economic  incentives 
they  will  face),  and  if  half  of  those  who  would  do  not  have  additional  employer  support  do 
not  purchase  insurance,  over  10  million  people  would  remain  uninsured.   These  are  persons 
who  would  not  be  able  to  afford  care  if  they  face  a  major  health  problem  and  hence  would 
continue  to  face  hardships  for  themselves  and  continue  the  problem  of  uncompensated  care 
that  complicates  attempts  to  control  the  system. 

And  there  would  be  fewer  resources  in  the  system  to  provide  charity  care  for  these 
individuals.   Since  Medicaid  would  be  eliminated  and  Medicare  disproportionate  share 
payments  reduced,  the  current  sources  of  federal  help  for  such  persons  would  no  longer  be 
available.   And  if  the  economic  incentives  on  employers  work  as  anticipated,  private 
insurance  would  contain  little  cushion  for  such  care.   Thus,  although  the  number  of  uninsured 
would  likely  fall,  a  large  share  would  remain  uninsured  and  have  even  less  access  to  care  than 
they  do  now. 

Over  time  one  of  the  most  important  considerations  for  the  success  of  the  subsidies  in 
the  Cooper  bill  is  whether  health  care  cost  growth  slows.   Otherwise,  each  year  as  incomes 
rise  more  slowly  than  the  costs  of  health  care  in  the  U.S..  more  and  more  families  would 
require  subsidies  to  be  able  to  afford  insurance.    If  the  limit  remains  at  200  percent  of  poverty 
each  year,  the  low  income  protections  will  be  less  adequate  and  more  people  will  swell  the 
ranks  of  the  uninsured  each  year. 
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Financing  The  Reforms 

Any  serious  attempt  to  expand  coverage  to  the  uninsured  in  the  U.S.  requires  a 
substantial  commitment  of  resources.   A  proposal  that  promises  to  do  so  at  no  cost  is  either 
not  doing  enough  to  make  inroads  on  reducing  the  number  of  uninsured  or  is  using  subtle 
means  for  financing  the  changes.   The  strategy  of  H.R.  3222  is  some  of  each.   As  argued 
above,  a  subsidy  that  is  very  small  for  famihes  with  incomes  in  the  range  of  $25,000  will 
leave  a  large  number  of  persons  uninsured.   But  the  Cooper  plan  would  still  be  expensive  as 
up  to  60  million  people  qualify  for  subsidies. 

One  of  the  financing  strategies  that  Cooper  proposes  would  eliminate  the  Medicaid 
program.   Since  federal  payments  are  projected  to  amount  to  about  $86  billion  in  1994,  this 
provides  a  large  potential  source  of  funds.   But  many  of  those  dollars  would  be  required  to 
cover  those  who  now  have  Medicaid,  particularly  those  below  100  percent  of  poverty.   The 
savings  would  come  from  reductions  in  some  existing  Medicaid  services.   The  approximately 
25  percent  of  Medicaid  recipients  who  are  now  above  the  poverty  line-for  example,  low 
income  pregnant  women  and  children— would  receive  only  a  partial  subsidy  for  the  costs  of  a 
reduced  benefit  package.   Their  coverage  would  thus  decline  as  compared  to  their  current 
situation.   Thus,  some  of  the  financing  for  the  plan  comes  from  reducing  the  protections  that 
some  low  income  persons  now  have. 

Even  more  important  for  financing,  the  federal  government  would  shift  to  states  the 
responsibility  for  the  costs  of  long  term  care.  Thus,  some  of  the  new  dollars  for  acute  care 
coverage  will  come  at  the  expense  of  long  term  care.  Not  only  does  this  proposal  have  no 
expansions  of  long  term  care,  it  would  likely  result  in  cutbacks  in  availability  of  long  term 
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care  services  over  time.    A  funher  issue  of  concern  is  that  the  tradeoff  for  many  states  would 
not  be  an  even  one.   High  income  states  with  generous  acute  care  Medicaid  programs  would 
be  able  to  continue  their  long  term  care  programs  at  the  same  level  as  before  and  use  fewer 
state  funds  than  at  present.    But  lower  income  states  with  large  long  term  care  programs 
would  be  losers.   To  maintain  long  terra  care  benefits,  they  would  have  to  increase  their  own 
spending  as  compared  to  their  current  Medicaid  commitments.   These  states  would  get  some 
initial  partial  protection  for  this  redistribution,  but  only  for  four  years.    Preliminary  analysis  at 
the  Urban  Institute  indicates  that  ten  states  would  face  a  deficit  equivalent  to  more  than  10 
percent  of  their  current  Medicaid  programs,  requiring  these  states  to  either  pay  substantially 
more  or  scale  back  their  long  term  care  efforts. 

Another  piece  of  the  financing  for  the  plan  would  be  revenues  from  the  reduced 
deductibility  of  insurance  coverage.    But  the  amount  to  be  gained  from  this  source  is 
uncertain.    The  level  of  revenue  raised  will  depend  on  the  benefit  package  and  on  the  ability 
of  reform  to  lower  growth  in  health  care  spending.    If  there  are  great  pressures  to  keep  the 
package  relatively  generous  or  if  health  care  premiums— including  those  for  the  lowest  cost 
plans-continue  to  rise  rapidly,  revenues  may  increase  more  slowly  than  anticipated.    This 
could  leave  a  shortfall  in  funds  necessary  to  pay  the  low  income  subsidies. 

The  Cooper  plan's  "safety  valve"  for  such  a  shortfall  is  to  simply  discount  what  the 
government  pays  to  the  plans  on  behalf  of  those  entitled  to  subsidies.   The  risk  for  any 
shortfall  thus  rests  with  the  insurers,  who  are  likely  to  pass  on  the  costs  of  providing  care  for 
these  low  income  families  and  individuals  to  all  enrollees  in  the  form  of  higher  premiums. 
Indeed,  the  plan  specifies  that  the  HPPCs  can  spread  the  burdens  of  these  shortfalls  across  all 
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the  AHPs  by  requiring  contributions  from  AHPs  with  lower  than  average  enrollments  of 
subsidized  persons  to  be  given  to  AHPs  with  higher  enrollments  of  those  with  low  incomes. 
The  HPPCs  even  have  the  ability  to  require  such  payments  from  self-insured  plans.   A 
condition  of  tax  deductibility  is  that  all  AHPs  enter  into  agreements  with  HPPCs  for  these 
transfers.   This  very  formalized  cost  shifting  thus  means  that  private  insurers  need  to  estimate 
any  likely  shortfalls  in  federal  subsidies  and  build  the  charges  into  their  premiums.   This  may 
not  be  easy  to  do  and  could  generate  considerable  uncertainty  across  plans. 

Conclusion 

The  best  justification  for  an  incremental  approach  is  the  argument  that  only  minor 
tinkering  is  needed  to  achieve  the  goals  of  health  care  reform.   And  some  of  those  who 
support  H.R.  3222  indicate  that  it  is  its  incremental  nature  that  they  find  appealing.    But  in 
fact,  the  Cooper  plan  goes  well  beyond  tinkering  to  help  hold  down  costs  of  care  and  to 
finance  the  subsidies  it  offers  to  those  with  low  incomes.   It  needs  to  be  closely  examined  to 
understand  the  fuU  range  of  its  impacts.   Insurance  reforms  are  proposed  that  would  affect  all 
the  currently  insured,  the  deductibility  limits  would  also  have  major  impacts  on  what 
insurance  would  look  like  in  the  future,  and  the  plan  even  allows  the  new  purchasing 
cooperatives  to  effectively  tax  self-insured  plans  to  finance  some  of  the  subsidies  for  those 
with  low  incomes.   These  changes  go  well  beyond  incremental  tinkering.   Moreover,  the 
Cooper  plan's  subsidies  could  be  quite  expensive,  but  they  still  may  not  be  generous  enough 
to  substantially  reduce  the  number  of  uninsured  to  an  acceptable  level. 
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Mr.  Martinez.  Ms.  Connerton. 

Ms.  Connerton.  Thank  you.  I  am  also  going  to  keep  my  state- 
ment brief  because  it  is  been  a  long  morning. 

Let  me  just  say  that  the  Service  Employees  International  Union 
represents  about  a  million  employees,  all  of  whom  are  service 
workers  and  many  of  whom  are  low  wage. 

I  would  like  to  talk  about  why  it  is,  after  listening  to  the  presen- 
tation of  Representative  Cooper,  why  it  is  that  we  believe  that  this 
bill  will  not  only  not  help  many  of  our  members  but  will  be  det- 
rimental to  workers  who  currently  have  health  coverage. 

First  of  all,  roughly  10  percent  of  our  membership  has  no  health 
insurance.  Some  of  these  workers  work  for  employers  that  don't 
provide  health  coverage  today.  Others  are  part-time  workers  who 
can't  get  enough  hours  to  qualify  for  coverage  under  their  employ- 
ers' policy.  Still  others  work  for  employers  that  offer  them  health 
coverage,  but  because  they  are  low  wage  workers  they  cannot  af- 
ford to  pay  the  premium  copay. 

Now,  the  Cooper  bill  will  not  help  these  workers.  By  and  large, 
our  employees  are  not  poor  enough  to  be  fully  subsidized.  Their 
family  income  is  not  100  percent — is  not  at  100  percent  of  poverty, 
and  our  experience  where  employers  offer  health  coverage  is  that 
many  low  wage  workers  choose  not  to  participate  because  they 
can't  afford  to  pay  partial  premiums. 

Now,  even  those  low  wage  workers  today  that  have  health  insur- 
ance are  in  grave  danger  of  losing  it.  Many  SEIU  members  work 
for  small  businesses  who  are  providing  health  insurance  while  try- 
ing to  compete  with  other  services  businesses,  some  of  whom  are 
large  like  General  Mills,  who  provide  little  or  nothing.  For  us  it  has 
become  a  competitive  issue.  Every  time  one  of  our  service  employ- 
ers loses  a  contract,  loses  business  to  their  competitors  simply  be- 
cause in  these  labor-intensive  industries  they  provide  health  cov- 
erage and  their  competitors  don't,  our  members  lose  their  jobs. 

They  have  no  jobs,  and  they  lose  their  health  insurance  at  the 
same  time.  It  is  a  double  hit. 

In  fact,  in  many  parts  of  the  service  sector  it  is  now  becoming 
virtually  impossible  for  employers  that  provide  health  coverage  to 
coexist  with  employers  that  aon't,  and  the  end  result  of  this,  of 
course,  will  be  that,  as  many  of  our  employers  are  doing,  they  are 
dropping  coverage  every  year. 

Mr.  Martinez.  Could  I  interrupt  you  for  just  one  minute?  What 
is  the  average  salary  of  an  SEIU  employee? 

Ms.  Connerton.  Well,  the  average,  because  we  represent  service 
workers  and  some  are  in  the  public  sector  and  are  professionals,  I 
would  say  the  average  is  about  $22,000. 

Mr.  Martinez.  Thank  you. 

Ms.  Connerton.  But  we  represent  many  workers  who  are  at 
minimum  wage  as  well  as  part  of  this. 

Mr.  Martinez.  Thank  you. 

Ms.  Connerton.  The  growing  disparities  in  labor  costs  between 
workers  with  health  coverage  and  those  without,  as  you  know,  are 
causing  serious  distortions  in  the  labor  market.  W^e  have  heard  a 
lot  of  discussion  this  morning,  concerns  by  Congressv/oman  Rou- 
kema  about  the  growth  of  part-time  workers,  the  part-time  and 
temporary  workforce,  which  is  directly  linked  to  the  fact  that  em- 
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ployers  are  seeking  to  avoid  using  workers  for  whom  thej'  would  be 
forced  to  extend  health  care  coverage. 

Now  the  bottom  line  here  is  that  you  now  have  a  system  in  many 
parts  of  the  economy  where,  unless  all  employers  are  required  to 
contribute  something  to  the  health  financing  system,  firms  in  many 
service  businesses,  smaller  businesses,  are  going  to  continue  to 
drop  health  coverage  in  order  to  survive,  and  the  Managed  Com- 
petition Act  in  fact  will  exacerbate  the  problem  of  employers  drop- 
ping health  coverage  because,  in  fact,  they  have,  you  know,  some 
subsidies  available  to  low-wage  families. 

The  other  point  I  would  like  to  deal  with  is  a  point  that  has  real- 
ly plagued  all  unions  and  all  employers  that  provide  health  cov- 
erage, and  that  is  the  fact  that  health  costs  have  really  risen  out 
of  control.  In  our  opinion,  we  have  seen  our  premiums — two-thirds 
of  our  members,  by  the  way,  are  in  managed  care  plems,  and  de- 
spite all  of  the  efforts  that  we  have  made  in  the  past  10  years  to 
try  to  hold  down  the  growth  in  health  care  spending,  costs  have 
continued  to  escalate  out  of  control,  and  you  can  see  in  our  written 
testimony  that  in  the  past  six  years  our  premiums  have  more  than 
doubled.  So  you  will  have  to  forgive  me  and  forgive  our  members 
if  they  are  somewhat  skeptical  of  claims  that  somehow  we  will  get 
it  right  this  time  and  the  market  will  really  get  health  care  costs 
under  control. 

Now  since  Congressman  Cooper  talked  about  the  Calpers  plan, 
and  since  it  is  such  an  important  issue,  and  since  we  represent  the 
workers  who  are  part  of  the  system,  I  would  like  to  suggest  that 
competition  doesn't  always  work  as  advertised. 

For  most  of  the  1980s  our  members  were  not  particularly  satis- 
fied with  Calpers.  Calpers  simply  relied  on  the  ability  of  consumers 
to  switch  among  plans,  mostly  HMO's,  as  the  primary  method  to 
control  costs,  and  despite  the  apparent  existence  of  a  competitive 
market,  Calpers  actually  did  worse  that  other  employers  nationally 
in  managing  health  costs  in  the  1980s. 

It  was  only  in  the  last  couple  of  years,  because  the  State  went 
through  a  budget  crisis  and  because  the  new  directors  of  the  orga- 
nization took  a  tough  stand  in  negotiations  with  Kaiser  and  other 
health  plans,  that  the  premium  growth  has  been — that  they  have 
achieved  the  kinds  of  outstanding  results  that  have  been  noted  in 
the  press,  and  it  is  clear  to  me  that  the  tactics  that  they  are  using 
at  the  bargaining  table,  negotiating  back  and  forth  with  carriers, 
is  exactly  the  kind  of  mechanism  that  the  health  alliances  in  the 
Clinton  plan  are  talking  about,  and,  in  fact,  they  set  premium  tar- 
gets, they  sent  notices  out  to  all  of  their  carriers  saying  that  they 
want  zero  growth  in  premiums  this  year,  they  want  a  5  percent  re- 
duction in  premiums  this  year.  They  use  premium  targets,  and  that 
is  a  way  in  a  negotiating  sense  to  put  carriers  on  notice  as  to  what 
it  is  that  the  consumers  expect. 

But  let  me  just  say  that  there  is,  when  you  finish  talking  about 
health  alliances  and  competition  and  so  forth,  there  is  a  potential 
cost  control  provision  in  the  Managed  Competition  Act,  and  this  is 
the  tax  cap,  or  the  cap  on  employers'  tax  deduction  for  insurance 
casts.  But  let  me  say,  Congressman  Cooper  said,  "Well,  we  are  not 
going  to  deal  with  the  exclusion,  we  are  just  going  to  deal  with  lim- 
iting business  deductibility."  Whether  the  tax  is  levied  on  employ- 
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ers  or  workers,  it  is  the  workers  who  end  up  footing  the  bill.  They 
will  either  have  to  forgo  wage  increases,  they  will  have  to  pay 
more,  or  else  they  will  have  to  see  their  benefits  reduced. 

So  the  bottom  line  is,  you  can  talk  about  businesses,  you  can  talk 
about  individual  tax  deductibility,  but  it  is  the  workers  who  are 
going  to  end  up  paying,  and  the  bottom  line  is  that  the  Cooper  tax 
cap  is  a  middle  class  tax  increase  in  everything  but  name. 

Now  his  tax  cap  is  made  even  worse  by  the  fact  that  he  ties  it 
to  the  lowest  cost  plan  in  an  area.  Now  we  have  in  the  testimony 
Calpers,  everybody  provides  the  same  benefits.  Look  at  the  price 
differences  there  between  the  high-cost  plan  and  the  low-cost  plan. 
And  many  of  our  Calpers  members  under  his  proposal  would  have 
to  pay  $1,000  or  more  a  year.  There  is  tremendous  variability  in 
prices  between  plans. 

So  what  he  is  proposing  is,  I  think  as  Congressman  Grandy  said, 
this  is  radical  social  engineering  that  he  is  proposing  to  make  con- 
sumers more  conscious,  so  called,  of  the  cost  of  health  care,  and  on 
that  point  let  me  end  by  sajdng  that,  in  our  opinion,  we  have  faced 
a  lot  of  increased  cost  consciousness  in  the  last  10  years.  We  have 
seen  our  deductibles  go  up,  we  have  seen  our  premium  copays  go 
up,  and  that  has  done  nothing  to  stem  the  rise  in  health  care  costs, 
and,  in  our  opinion,  blaming  consumers  for  the  health  care  cost  cri- 
sis is  like  blaming  the  victim  of  a  robbery  for  the  crime. 

[The  pepared  statement  of  Ms.  Connerton  follows:] 
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TESTIMONY  OF  PEGGY  CONNERTON 
DIRECTOR  OF  PUBLIC  POLICY 

My  name  is  Peggy  Connerton  and  I  am  the  Director  of  Public  Policy  for  the  Service 
Employees  International  Union.  With  over  one  million  service-sector  workers  in  the  United 
States,  Canada  and  Puerto  Rico,  SEIU  is  the  fourth  largest  union  in  the  AFL-CIO,  and  the 
largest  union  representing  service  workers. 

SEIU  members  come  from  both  the  public  and  private  sectors  and  include  450,000  health 
care  workers  who  work  in  acute  care  hospitals,  nursing  homes,  mental  hospitals  and  other  health 
care  facilities.  On  their  behalf.  I  would  like  to  thank  Chairman  Ford,  and  the  other  members 
of  the  committee  for  this  oppormnity  to  testify  on  one  of  the  most  critical  issues  facing  our 
nation  today.  Let  me  also  take  this  oppormnity  to  applaud  the  chairman  for  your  outstanding 
leadership  in  this  area  over  the  years. 

Our  members  don't  need  charts  and  graphs  or  expert  pronouncements  to  understand  that 
there  is  a  crisis  in  our  health  care  system.  Over  the  last  decade,  health  care  has  been  the 
number  one  issue  at  the  bargaining  trble.  Our  members  have  fought  hard  to  hold  on  to  their 
health  insurance,  often  foregoing  wage  increases  and  benefit  improvements  to  maintain  coverage 
for  themselves  and  their  families.  They  have  faced  greater  out-of-pocket  costs  and  declining 
choices,  as  employers  have  tried  to  restrict  where  and  when  they  can  see  a  doctor. 

While  disagreements  over  health  care  issues  have  made  collective  bargaining  more 
contentious  than  it  otherwise  would  have  been,  labor  and  management  have  also  worked  together 
to  pioneer  new  cost  containment  strategies  such  as  utilization  review  and  managed  care.  While 
these  measures  showed  some  short-term  success,  they  were  unable  to  blunt  the  long-term  rise 
in  costs.  Only  system- wide  reform  can  provide  the  relief  that  workers  and  their  employers  need. 

I  am  here  today  to  speak  in  opposition  to  the  Managed  Competition  Act  of  1993  (H.R. 
3222).  SEIU  is  opposed  to  H.R.  3222  because  it  does  not  meet  SEIU's  principles  for  reforming 
the  health  care  system.  These  principles  include  universal  coverage  regardless  of  health  or 
employment  stams,  comprehensive  benefits,  real  cost  control,  quality  improvement,  fair  and 
equitable  financing,  and  protection  for  health  workers.  These  are  the  criteria  by  which  we  judge 
the  various  health  care  reform  proposals  that  have  been  put  forward.  Unfortunately,  H.R.  3222 
completely  fails  the  test.    It  creates  the  illusion  of  reform  withoui  the  substance. 

The  Managed  Competition  Act  is  not  merely  a  painless  placebo  that  simply  maintains  the 
status  quo.  In  many  ways,  it  would  actually  make  things  worse  for  middle-class  families.  The 
bill  creates  tax  incentives  for  employers  to  shift  more  of  the  burden  of  health  insurance  onto  the 
backs  of  workers.  Its  reliance  on  community  rating  as  a  substitute  for  cost  control  would 
actually  raise  premiimi  costs  for  the  majority  of  businesses,  without  any  compensating  slowdown 
in  the  rate  of  increase  in  health  costs. 

In  my  testimony  today,  I  want  to  address  three  issues  in  detail:  the  failure  of  the 
Managed  Competition  Act  to  guarantee  universal  coverage;  the  reasons  why  the  Act  would  not 
successfully  control  health  care  costs;  and  the  likely  negative  impact  of  this  proposal  on  the 
nation's  public  health  system. 
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Universal  Coverage:  No  Compromise 

It  should  be  a  source  of  shame  to  us  that  in  the  richest  nation  on  earth  there  are  39 
million  people  without  any  form  of  health  insurance  whatsoever.  Millions  more  are 
underinsured  and  often  do  not  discover  the  crucial  gaps  in  their  coverage  until  it  is  too  late.  In 
addition  to  the  high  cost  of  health  insurance,  many  individuals  and  families  are  denied  coverage 
because  their  employer  does  not  provide  it  or  because  of  pre-existing  conditions  that  the 
insurance  company  refuses  to  cover. 

Over  the  past  year,  more  than  two  million  people  have  lost  their  health  insurance,  raising 
the  number  of  uninsured  to  39  million.  One  out  of  every  four  Americans  will  lose  their  health 
insurance  for  some  period  during  the  next  two  years.  Many  of  our  members  report  that  their 
employers  have  been  trying  to  scale  back  the  scope  of  their  insurance  coverage  and  place  greater 
restrictions  on  its  use. 

Unlike  the  Health  Security  Act,  H.R.  3222  would  not  require  employers  to  make  any 
contribution  toward  their  employees"  health  insurance  costs.  This  would  mean  that  millions  of 
Americans  would  still  be  unable  to  afford  insurance.  Workers  could  still  lose  their  insurance 
if  they  lost  their  jobs  or  if  they  changed  jobs.  By  failing  to  guarantee  universal  coverage,  the 
Managed  Competition  Act  fails  to  provide  working  families  with  the  health  security  they  so 
desperately  need. 


Cost  Control:  Why  the  Market  Can't  Do  it  Alone 

A  remarkable  aspect  of  the  Managed  Competition  Act  is  its  complete  faith  in  the  idea 
that,  with  a  little  tinkering  here  and  there,  market  forces  would  be  capable  of  keeping  health  care 
costs  under  control.  This  scenario  flies  in  the  face  of  our  experience  over  the  last  decade  with 
deregulation  in  the  health  care  industry.  Reagan-era  reliance  on  market  forces  brought  us  the 
highest  rates  of  medical  price  inflation  ever.  This  does  not  mean  that  SEIU  is  opposed  to 
making  the  market  for  health  insurance  more  competitive  and  responsive  to  consumer  needs. 
We  simply  feel  that  these  measures  alone  will  not  bring  health  care  costs  under  control. 

In  our  view,  the  cost  control  strategy  in  H.R.  3222  suffers  from  seven  major  weaknesses: 

•  Capping  the  employers'  tax  deduction  for  health  insurance  will  increase 
costs  for  middle-class  families. 

•  Price  competition  between  plans  won't  necessarily  bring  costs  down. 
•  •  "Managed  Care"  plans  may  not  be  more  cost-effective. 

•  Voluntary   purchasing   cooperatives    will   be   undermined   by    adverse 
selection. 
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•  Insurance  reform  without  cost  control  may  raise  costs  for  those  with 
insurance. 

•  Allowing  the  benefits  package  to  be  determined  later  makes  it  harder  to 
assess  the  likely  effectiveness  of  cost  control  measures. 


•         Only  universal  coverage  can  prevent  cost-shifting. 
I  want  to  deal  with  each  of  these  points  in  turn. 


Taxing  Health  Benefits  Will  Hurt  Middle-Class  Families 

A  key  feature  of  the  Managed  Competition  Act  is  a  cap  on  the  employer  tax  deduction 
for  health  insurance  costs.  The  bill  would  limit  the  deduction  to  the  price  of  the  lowest  cost 
plan.  While  this  allows  supporters  of  the  Act  to  claim  that  no  one's  taxes  are  being  raised,  they 
clearly  assume  that  employers  will  respond  by  limiting  their  contributions  for  health  insurance 
to  the  price  of  the  lowest  cost  plan.  This,  in  turn,  is  meant  to  make  workers  more  "conscious" 
of  the  cost  of  their  benefits,  encouraging  them  to  enroll  in  cheaper  health  care  plans. 

The  bottom  line  is  that  whether  the  tax  is  levied  on  employers  or  workers,  it  is  the 
workers  who  will  end  up  footing  the  bill.  They  will  have  to  pay  more,  potentially  hundreds  of 
dollars  more,  to  maintain  their  health  insurance  coverage.  If  they  cannot  come  up  with  the 
money,  they  will  be  forced  to  enroll  in  cheaper,  possibly  substandard  plans  which  will  almost 
certainly  limit  their  ability  to  choose  their  doctors. 


Cooper's  Tax  Plan  Could  Hit  Most 
Middle  Class  Families 


SEIU  recently  examined  the  impact  of 
a  Cooper-style  reform  plan  on  the  members 
of  one  of  our  largest  locals,  the  California 
State  Employees  Association  (CSEA),  SEIU 
Local  1000.  Local  1000  members  receive 
their  health  benefits  through  the  California 
Public  Employee  Retirement  System 
(CalPERS),  which  gives  workers  a  choice  of 
over  20  HMOs,  PPOs,  and  fee-for-service 
plans.  If  a  Cooper-style  plan  was  enacted 
that  gave  the  state  government  an  incentive  to 
limit  its  premium  contribution  to  the  price  of 
the  lowest  cost  plan  in  the  system,  we 
estimate   that   80   percent   of  the    families 

enrolled  in  CalPERS  would  have  to  pay  an  additional  $500  or  more  a  year  in  premiums  just  to 
maintain  their  current  coverage.  One-third  of  those  families  would  face  an  annual  premium 
increase  of  $1,000  or  more. 


If  •  Coep*r-«ty1>  plan  w«ra  •nactad, 

hav«  to  pay  an  addMonal  $500  or  mora  a  y»ar. 


pwcwrt  of  famHiM  In  CalPERS  would 
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SEIU  members  are  very  conscious  of  the  cost  of  health  care.  Health  care  is  the  number 
one  issue  at  the  bargaining  table  and  the  number  one  cause  of  strikes.  Workers  are  paying  a 
greater  share  of  the  premium  than  they  used  to.  they  are  paying  more  out-of-pocket  for  health 
care  services,  and  they  have  given  up  wage  increases  in  order  to  preserve  their  health  benefits. 
It  should  also  be  noted  that  non-union  workers  aren't  able  to  "shop  around"  for  health  plans 
because  it  is  the  employer  who  chooses  what  plan  to  offer. 

We  have  been  tracking  the  cost  experience  of  plans  that  cover  our  members  since  1987. 
Over  the  past  six  years,  SEIU  family  premium  contributions  have  risen  an  astounding  256 
percent,  nearly  three  times  as  fast  as  the  increase  in  employer  contributions,  which  rose  93 
percent.   Workers  with  family  coverage  now 
pay  almost  $1,000  a  year  on  average  in 
premiums  payments  alone,  up  from  just  $270 


just  six  years  ago. 

In  some  cases  these  premium  increases 
can  be  financially  devastating.  SEIU  Local 
100  represents  200  community  mental  health 
workers  in  Lafayette  and  West  Bank, 
Louisiana.  Most  of  these  workers  make 
around  the  minimum  wage.  Last  November, 
the  employee  contribution  was  raised  from 
$20.49  a  month  to  $54.74  a  month.  Most  of 
those  workers  had  to  drop  their  coverage. 


Cost  Shifting  to  SEIU  Families 


Total  Premium 


Employer  ContrftMJtkxi 


Employee  Contribution 


Percent  Chertge  for  All  Femlty  Plana  1967-1993 
sou«*  seru  a 


Premium  payments  are  only  a  part  of 
a  worker's  total  health  care  bill.  Workers  also  have  to  meet  their  deductibles,  as  well  as  foot 
the  bill  for  copayments  on  physician's  visits,  prescription  drugs,  and  hospital  stays.  Family 
deductibles  for  SEIU  members  have  increased  16  percent  over  the  past  six  years.  Copayments 
for  major  medical  expenses  have  risen  from  16  percent  of  the  cost  of  the  service  in  1989  to  18 
percent  in  1993. 


Despite  dramatic  increases  in  employee  cost-sharing,  health  premiums  have  continued  to 
climb  at  double-digit  rates.  Today,  total  SEIU  family  premiums  average  $5,460  -  more  than 
double  the  average  premium  of  $2,600  just  six  years  ago.  I  want  to  emphasize  that  the  reason 
that  premium  levels  for  SEIU  plans  are  so  high  is  not  because  our  members  have  "cadillac 
plans."  In  fact,  first  dollar  coverage  is  increasingly  rare.  SEIU  members  are  concentrated  in 
some  of  the  highest  cost  areas  of  the  country,  such  as  the  Northeast,  the  industrial  Midwest,  and 
California,  and  many  work  for  smaller  employers  and  industries,  like  health  care,  that  insurers 
have  designated  as  high-risk. 
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Experience  provides  little  support  for 
the  assumption  that  shifting  even  more  of  the 
burden  of  health  care  costs  to  workers  will 
help  keep  costs  under  control.  Heightened 
consumer  sensitivity  to  costs  failed  to  slow 
health  care  spending  in  the  1980s.  In  this 
context,  it  is  clear  that  capping  the  employer 
deduction  for  health  insurance  costs  will 
merely  add  insult  to  injury. 


Total  Health  Insurance  Premiums 
Have  More  Than  Doubled 


$5460 


1987 


1989  1991 

Annual  Family  Premium 


1993 
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Competition  Between  Plans  Won 't  Necessarily 
Bring  Costs  Down 

A  key  assumption  of  the  Managed  Competition  Act  is  that  the  creation  of  a  more 
competitive  climate  for  health  insurance  will  lead  to  premium  reductions.  The  experience  of 
SEIU  Local  1000,  the  California  State  Employees  Association,  suggests  that  competition  may 
not  work  as  advertised. 

As  I  noted  earlier.  Local  1000  members  receive  their  health  benefits  through  the 
California  Public  Employee  Retirement  System  (CalPERS).  For  most  of  the  1980s,  CalPERS 
had  most  of  the  elements  that  proponents  of  managed  competition  argue  must  be  present  if  the 
system  is  to  work.  Over  20  plans,  most  of  them  HMOs,  competed  with  each  other  for  enrollees. 
The  vast  majority  of  enrollees  are  in  managed  care  plans,  such  as  HMOs  or  PPOs.  There  were 
significant  differences  in  the  prices  charged  by  plans  and  the  state  government  contributed  a 
fixed  amount  per  worker  (although  the  amount  was  not  tied  to  the  lowest  cost  plan),  so 
consumers  had  an  incentive  to  enroll  in  lower  cost  plans. 

Despite  the  apparent  existence  of  a  competitive  market,  CalPERS  acmally  fared  worse 
than  other  employers  nationally  in  managing  health  care  costs  during  the  1980s.  According  to 
Lewin-VHI,  average  family  premiums  for  the  nation  as  a  whole  increased  9.4  percent  annually 
between  1982  and  1992,  compared  to  12.9  percent  for  CalPERS  fee-for-service  plans  and  9.8 
percent  for  CalPERS  HMO  plans. 


Managed  Care  Has  Had  Disappointing  Results 

The  primary  cost-containment  tool  of  the  Managed  Competition  Act  is  to  give  people 
strong  incentives  to  switch  into  managed  care  plans.  Our  members'  experience  is  that  while 
managed  care,  UR,  and  other  innovations  can  produce  "one  time"  savings,  they  haven't  kept 
costs  under  control  over  the  long  term. 

For  example,  about  6  years  ago,  members  of  SEIU  Local  79,  which  represents  building 
service  and  health  care  workers  in  Detroit,  opted  to  switch  from  their  indemnity  plan  to  an  HMO 
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to  save  money.  However,  within  three  years  the  cost  of  the  HMO  equalled  that  of  the  previous 
indemnity  plan.  In  the  fourth  and  fifth  years,  the  cost  of  the  HMO  was  actually  higher  than  the 
indemnity  would  have  been  and  the  workers  also  began  to  lose  benefits.  At  the  end  of  the  fifth 
year,  the  workers  dropped  the  HMO  and  went  back  to  the  original  indemnity  plan. 

In  the  early  1980s,  SEIU  Local  668,  which  represents  social  service  workers  in  the  state 
of  Pennsylvania,  negotiated  with  employers  over  a  number  of  cost-control  provisions  (second 
surgical  opinion,  pre-admission  certification,  generic  drugs,  etc.)  that  were  instituted  for  most 
contracts.  These  measures  were  successful  for  three  or  four  years.  By  the  time  the  contracts 
were  up  for  renegotiation,  costs  had  begun  to  rise  again  and  employers  were  asking  for  further 
concessions.  The  next  round  of  negotiations  saw  the  introduction  of  HMO  and  PPO  options, 
as  well  as  increased  premium  sharing.  Despite  the  introduction  of  all  of  these  measures,  costs 
continue  to  rise  at  the  same  pace. 

Surveys  of  employers,  consumers,  and  health  care  industry  leaders  have  consistently 
found  that  managed  care  has  not  lived  up  to  its  promise.  For  example,  a  1991  American 
Hospital  Association  survey  of  chief  executives  of  voluntary  health  insurance  purchasing 
cooperatives  found  that  only  10  percent  agreed  that  HMOs  had  been  successful  in  controlling 
health  care  costs.    Only  22  percent  agreed  that  PPOs  had  been  successful. 

I  don't  want  to  give  the  subcommittee  the  impression  that  our  members  have  uniformly 
negative  attitudes  toward  HMOs  and  PPOs.  In  many  cases,  we  have  had  to  fight  hard  to  get 
employers  to  provide  these  options.  Often,  managed  care  allows  us  to  preserve  benefits  without 
increasing  the  cost  to  our  members.  We  realize  that  no  health  plan  is  going  to  suit  every  single 
person  and  we  want  to  give  our  members  the  widest  range  of  choices  that  we  can.  What  we 
object  to  is  attempts  by  employers  to  make  an  HMO  or  a  similarly  restrictive  plan  the  only 
option  available  to  workers. 

But  we  also  recognize  that,  in  most  cases,  savings  from  managed  care  plans  come  from 
the  discounted  rates  that  those  plans  pay  to  providers.  Providers  make  up  the  difference  by 
shifting  those  costs  onto  other  payers  with  less  market  power.  Cost  shifting  among  payers  by 
providers  should  not  be  confused  with  overall  cost  control. 


Adverse  Selection  Will  Undermine  Voluntary  Health  Plan  Purchasing  Cooperatives 

A  central  feature  of  the  Managed  Competition  Act  is  the  Health  Plan  Purchasing 
Cooperative  (HPPC),  which  would  offer  group  purchasing  power  to  employers  with  100  or 
fewer  employees.  Employers  would  be  required  to  offer  employees  coverage  through  the 
HPPC,  but  they  would  not  be  required  to  make  any  contribution  to  the  cost  of  that  coverage. 

The  lack  of  such  a  mandate  is  almost  certain  to  lead  to  adverse  selection  among  workers 
in  the  HPPC.  Those  employees  who  are  more  likely  to  be  sick  will  purchase  coverage,  while 
those  are  relatively  healthy  may  go  without  coverage.    This,  in  turn,  will  raise  costs  for  those 
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who  do  choose  to  purchase  coverage.  The  result  could  be  a  vicious  cycle  that  could  well  destroy 
the  HPPC  as  a  meaningful  entity.  If  small  employers  are  unable  to  realize  lower  premiums  as 
a  result  of  their  membership,  then  they  would  be  no  more  like!y  to  purchase  coverage  for  their 
workers  than  they  are  now. 

An  additional  problem  is  that  the  repeal  of  Medicaid  will  mean  that  millions  of  relatively 
high-cost  individuals  will  be  part  of  the  same  insurance  pool  for  the  purposes  of  community 
rating.  This  is  likely  to  raise  the  cost  of  purchasing  care  through  the  HPPC  substantially. 
Under  the  Clinton  plan,  the  Health  Alliance  pools  will  be  large  enough  that  the  effect  of  adding 
the  Medicaid  population  will  be  much  less  than  under  the  Managed  Competition  Act. 

With  the  help  of  the  Robert  Wood  Johnson  foundation,  a  number  of  states  have 
experimented  with  purchasing  cooperatives  for  small  business  that  also  operate  on  a  voluntary 
basis.  While  some  small  employers  did  obtain  coverage  through  these  arrangements,  even  the 
most  successful  project  only  enrolled  17  percent  of  employers  who  previously  had  not  offered 
insurance.  The  Arizona  Health  Care  Group,  one  of  the  longest  running  projects,  only  succeeded 
in  enrolling  939  small  firms,  for  a  total  of  3,093  covered  lives,  during  the  first  three  and  half 
years  of  its  existence.    Similar  experiments  in  other  states  proved  similarly  disappointing. 

The  results  of  the  American  Hospital  Association's  1991  survey  of  chief  executives  of 
voluntary  purchasing  cooperatives  were  also  discouraging.  Less  than  half  of  those  surveyed 
agreed  that  the  cooperative  had  made  a  difference  in  controlling  health  care  costs  in  their 
community. 


Insurance  Reforms   Without  Cost  Control  Could  Make  Things  Worse  for  Businesses  and 
Consumers 

The  Managed  Competition  Act  proposes  to  regulate  the  insurance  market  in  ways  that 
would  make  it  easier  for  those  without  insurance  to  obtain  it.  These  provisions,  which  are 
common  to  most  health  care  reform  bills,  include  prohibiting  pre-existing  condition  exclusions 
and  requiring  insurers  to  community-rate  instead  of  experience-rate. 

Without  an  employer  mandate,  these  reforms  would  significantly  increase  the  risk  profile 
of  most  insurance  pools.  Insurance  companies  would  have  to  raise  their  rates  to  cover  the 
additional  cost.  This  could  lead  businesses  who  are  currently  providing  insurance  to  drop 
coverage,  potentially  creating  a  vicious  circle  that  would  ultimately  undermine  the  entire  health 
insurance  market. 

An  employer  mandate,  by  contrast,  would  bring  millions  of  younger,  relatively  healthier 
workers  into  the  health  insurance  system,  which  would  greatly  reduce  the  overall  level  of  risk 
in  a  community-rated  system.  This  brings  down  costs  for  insurance  companies,  businesses  and 
consumers. 
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While  insurance  reforms  are  clearly  necessary  to  eliminate  discrimination  in  the  health 
insurance  market,  they  must  be  implemented  in  tandem  with  cost  control  provisions  that  ease 
the  burden  on  those  businesses  and  consumers  whose  costs  will  go  up  under  reform.  To  do 
otherwise  creates  the  potential  for  a  political  backlash  that  could  undermine  the  entire  health  care 
reform  effort. 


The  Benefits  Package  Cannot  Be  Considered  Apart  From  the  Rest  of  the  Plan 

The  Managed  Competition  Act  also  fails  to  establish  a  uniform  package  of  benefits  to 
which  all  Americans  would  be  entitled.  The  establishment  of  such  a  package  is  left  to  a  newly- 
established  Health  Care  Standards  Commission.  Once  the  Commission  determines  the  benefit 
package.  Congress  may  vote  it  up  or  down,  but  may  not  amend  it. 

SEIU  is  strongly  opposed  to  this  process.  The  scope  of  benefits,  and  how  the  costs  are 
to  be  shared  by  government,  employers,  and  consumers  are  the  central  decisions  to  be  made  in 
comprehensive  reform.  They  should  be  made  by  the  Congress,  not  deferred  to  an  appointed 
Commission. 

It  is  also  difficult  to  imagine  how  accurate  estimates  of  the  revenue  gained  by  the  bill's 
"tax  cap"  proposal  can  be  generated  if  we  do  not  know  the  particulars  of  the  benefit  package. 
It  will  also  be  difficult  to  determine  just  how  more  much  middle-class  families  are  likely  to  be 
paying  because  of  the  "tax  cap." 

Clearly,  the  decision  by  the  drafters  of  the  Managed  Competition  Act  to  defer  the  hard 
decisions  about  the  scope  of  the  benefit  package  has  political  benefits.  This  sleight  of  hand  has 
allowed  some  backers  of  the  legislation  to  attack  the  supposed  "generosity"  of  the  Health 
Security  Act's  benefit  package  while  allowing  them  to  remain  unspecific  about  what  they  would 
cut. 


Universal  Coverage  is  the  Key  to  Controlling  Costs 

A  key  failing  of  the  Managed  Competition  Act  is  its  rejection  of  universal  coverage.  The 
growing  number  of  uninsured  has  contributed  to  rapidly  rising  health  care  costs.  Uninsured 
persons  still  seek  care,  often  through  very  costly  and  inefficient  mechanisms.  These  costs  are 
passed  on  by  providers  to  their  paying  customers,  the  insured  population. 

Many  employers  who  are  currently  providing  insurance  are  paying  more  than  their  fair 
share  because  they  are  paying  to  cover  the  uninsured  and  paying  to  provide  coverage  to  the 
working  spouses  of  their  employees.  In  essence,  they  are  subsidizing  their  competition.  A  1991 
National  Association  of  Manufacturers  smdy  found  that  the  cost  of  providing  coverage  to 
working  dependents  increases  costs  for  firms  providing  insurance  by  20  percent. 
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The  growing  disparity  in  employee  compensation  costs  between  firms  that  do  provide 
insurance  and  those  that  don't  is  beginning  to  generate  serious  distortions  in  the  labor  market. 
The  dramatic  increase  in  the  number  of  part-time  and  contingent  employees,  which  constitute 
half  of  all  new  jobs  created  during  the  past  year,  is  being  driven  in  large  part  by  the  desire  of 
employers  to  avoid  tfie  cost  of  health  care  benefits.  Firms  that  do  provide  health  benefits  to  all 
of  their  employees  are  increasingly  finding  themselves  at  a  competitive  disadvantage. 

For  example,  SEIU  Local  750  represents  building  service  workers  in  Orlando,  Florida. 
One  of  the  contractors  whose  employees  Local  750  represented  lost  a  contract  with  Delta 
Airlines  that  it  had  held  for  over  eight  years  to  a  non-union  contractor.  The  non-union  contractor 
did  not  provide  health  insurance  for  its  workers,  and  thus  was  able  to  underbid  the  unionized 
contractor. 

If  we  can  agree  that  universal  coverage  is  an  imperative,  the  question  becomes  how  to 
provide  it.  The  strength  of  an  employer  mandate  approach  is  that  it  builds  on  the  existing 
system.  Nearly  two-thirds  of  the  non-elderly  have  employment  based  coverage.  Among  the  39 
million  Americans  who  lack  insurance,  85  percent  belong  to  families  that  include  an  employed 
adult.  A  system  that  required  all  employers  to  contribute  to  the  cost  of  health  insurance  for  their 
workers  would  reach  the  vast  majority  of  the  uninsured.  Unfortunately,  the  backers  of  the 
Managed  Competition  Act  have  rejected  an  employer  mandate  and  even  the  concept  of  universal 
coverage. 

It  is  ironic  that  the  backers  of  the  Managed  Competition  Act  style  themselves  as 
supporters  of  "pure"  managed  competition,  as  opposed  to  the  modified  form  of  managed 
competition  that  is  found  in  President  Clinton's  Health  Security  Act.  The  original  Jackson  Hole 
Initiative,  which  is  widely  regarded  as  the  basis  for  a  number  of  Congressional  managed 
competition  proposals,  specifically  included  an  employer  mandate.  Even  the  drafters  of  the 
Jackson  Hole  proposal  understood  that,  short  of  a  totally  government  funded  plan,  there  is  no 
other  way  to  guarantee  universal  coverage.  While  it  is  true  that  the  Jackson  Hole  Group  just 
this  week  retracted  its  support  for  an  employer  mandate,  we  feel  that  their  change  of  heart  was 
motivated  by  politics  rather  than  by  the  merits  of  the  issue. 

While  the  Act  provides  some  subsidies  for  low-income  households,  a  family  earning 
$30,000  could  be  stuck  with  the  bill  for  a  $5,000  policy.  A  recent  New  York  Times  editorial 
commented:  "Mr.  Cooper  calls  that  universal  access;  we  call  it  merciless"  (Jan.  16,  1994). 

The  bottom  line  is  that  no  other  nation  with  a  national  health  care  system  relies  solely 
on  the  market  to  control  health  care  costs.  While  the  specific  regulatory  tools  vary  from  country 
to  country,  all  nations  with  such  systems  have  imposed  some  kind  of  limit  on  the  amount  they 
spend  on  health  care.  For  all  of  the  reasons  that  I  have  outlined  above,  SEIU  feels  that  the 
advocates  of  unbridled  managed  competition  are  dangerously  mistaken. 
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The  Impact  of  the  Managed  Competition  Act  on  Healthcare  Workers 

One  final  issue  I  want  to  deal  with  today  is  the  impact  of  the  Managed  Competition  Act 
on  health  care  workers,  particularly  those  in  the  public  sector.  The  Act  would  eliminate  the 
Medicaid  program  in  favor  of  a  system  of  federal  subsidies  that  would  allow  low-income 
families  to  purchase  coverage  through  Accountable  Health  Plans.  While  the  drafters  of  the 
Managed  Competition  Act  should  be  given  some  credit  for  wanting  to  make  it  easier  for  low- 
income  families  to  obtain  insurance,  their  solution  would  devastate  the  public  health 
infrastructure,  particularly  public  hospitals,  on 
which  those  families  depend. 


State  Medicaid  programs  currently  pay  out 
over  $25  billion  annually  to  hospitals  for  inpatient 
and     outpatient     services.  The     National 

Association  of  Public  Hospitals  estimates  that 
Medicaid  constitutes  just  under  half  of  net 
revenues  for  public  hospitals.  The  elimination  of 
Medicaid  could  be  financially  devastating  for 
safety-net  providers,  and  would  lead  to  the  kind 
massive  layoffs  of  public  sector  health  care 
workers  that  we've  seen  in  the  steel  and  auto 
industries  over  the  past  decade. 


Medicaid  Is  Almost  One-Half  of 
Public  Hospital  Revenue 


Son*  HMviriAi 


Advocates  of  H.R.  3222  are  likely  to  argue  that  the  extension  of  health  insurance  to  all 
of  those  under  the  poverty  line  will  actually  increase  the  amount  of  funds  flowing  to  providers 
in  underserved  areas.  But  there  are  no  requirements  in  the  bill  that  Accountable  Health  Plans 
(AHPs)  contract  with  public  hospitals  or  other  essential  community  providers  in  underserved 
areas.  Lacking  such  a  requirement,  it  is  almost  certain  that  AHPs  will  seek  to  prevent  their 
enrollees  from  using  those  facilities  because  of  their  historically  higher  costs.  While  the  bill 
does  allow  states  to  mandate  that  AHPs  operate  in  underserved  areas,  it  does  not  include  any 
provider  protections.  If  they  are  unable  to  obtain  services  from  providers  in  their  communities, 
enrollees  in  underserved  areas  may  have  to  travel  much  farther  to  obtain  services  and  may 
postpone  needed  primary  care.    The  result  will  be  higher  costs  for  everyone. 

The  repeal  of  Medicaid  will  also  be  disastrous  for  nursing  home  and  home-care  workers 
and  their  patients.  Medicaid  currently  funds  long  term  care  for  the  elderly  in  nursing  homes. 
Coverage  for  home  and  community-based  care  services  is  also  provided  by  a  number  of  state 
Medicaid  programs.  By  repealing  Medicaid,  the  Cooper  Bill  would  eliminate  these  services. 
Seniors  would  have  to  rely  on  fiscally-strapped  state  governments  to  help  with  nursing  home 
costs  and  hundreds  of  thousands  of  home-care  and  nursing  home  workers  would  be  at  risk  of 
losing  their  jobs. 

Nursing  home  workers  and  patients  would  also  suffer  from  the  repeal  of  nursing  home 
standards  contained  within  the  Medicaid  program.     These  standards  regulate  the  scope  of 
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services  provided,  staffing  levels,  the  rights  of  residents,  and  the  quality  of  the  physical 
environment.  They  protect  elderly  patients  from  unscrupulous  nursing  home  operators.  By 
repealing  Medicaid,  the  Cooper  bill  would  eliminate  those  standards  and  the  put  the  health  and 
safety  of  elderly  Americans  and  the  jobs  of  health  care  workers  at  risk. 

Despite  the  fact  that  the  Managed  Competition  Act  places  the  jobs  of  millions  of  health 
care  workers  at  risk,  the  Act  includes  no  protections  for  health  care  workers  who  could  lose 
their  jobs  as  a  result  of  the  passage  of  the  legislation.  Our  members  recognize  that  the  health 
care  industry  is  going  through  a  massive  restrucmring.  They  support  a  reform  of  the  health  care 
system  that  places  the  patient's  needs  at  the  center  and  strives  to  eliminate  the  inefficiencies  that 
have  contributed  to  rapidly  rising  costs.  But  our  experience  has  been  that  when  administrators 
and  managers  try  to  cut  costs  in  response  to  competitive  pressures,  they  tend  to  take  the  low 
road  of  layoffs  and  wage  cuts  rather  than  the  high  road  of  reorganizing  work  and  retraining 
workers. 


Conclusion 

By  way  of  conclusion,  let  me  reiterate  that  the  members  of  the  Service  Employees 
International  Union  believe  that  the  United  States  is  engulfed  in  a  health  care  crisis  that  threatens 
to  leave  an  increasing  number  of  our  citizens  without  access  to  health  care  and  to  rob  the 
treasury  of  the  funds  needed  for  other  public  investment.  Given  this  situation,  the  members  of 
SEIU  cannot  afford  to  support  the  kind  of  halfway  measures  embodied  in  H.R.  3222, 

Rather  than  settling  for  the  Managed  Competition  Act's  piecemeal  approach  to  reform, 
we  urge  the  members  of  this  committee  to  support  the  Health  Security  Act  (H.R.  3600),  which 
would  provide  America's  working  families  with  the  health  security  they  so  desperately  need. 
SEIU  is  committed  to  defending  the  Health  Security  Act  against  those  who  advocate  that  we 
move  more  slowly,  make  incremental  changes,  or  simply  endure  our  current  sinjation.  We  are 
committed  to  working  in  coalition  with  consumers,  senior  citizens,  businesses  both  large  and 
small,  community  groups,  and  progressive  providers  to  fight  against  those  special  interest  groups 
defending  their  financial  stake  in  the  status  quo. 

Once  again,  I  want  to  thank  Chairman  Ford  and  the  other  members  of  the  committee  for 
this  opportunity  to  testify.  We  look  forward  to  working  with  you  to  make  the  vision  of  "health 
care  that's  always  there"  a  reality  for  America's  working  families. 
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Mr.  Martinez.  Thank  you,  Ms.  Connerton. 

Let  me  ask  you  before  I  move  on  to  Mr.  Redlener,  what  is  the 
number  of  Calpers  employees  covered  by  their  plan? 

Ms.  Connerton.  Close  to  a  million. 

Mr.  Martinez.  Thank  you. 

Mr.  Redlener. 

Dr.  Redlener.  Thank  you.  I  am  Irwin  Redlener.  I  am  actually 
a  pediatrician  and  director  of  community  pediatrics  at  Montefiore 
Medical  Center  in  New  York,  and  just  for  a  second  to  tell  you  the 
prospective  that  I  am  bringing  here  today,  that  our  Division  of 
Community  Pediatrics  runs  the  Nation's  largest  health  care  pro- 
gram for  homeless  children,  it  happens  to  be  in  New  York  City,  and 
our  foundation  called  the  Children's  Hesilth  Fund,  has  established 
programs  serving  underserved  inner-city  children  in  Newark,  New 
Jersey,  and  South  Central  Los  Angeles,  in  the  Anacostia  district 
here  in  Washington,  DC;  we  run  a  prbgram  for  homeless  children 
in  Dallas,  Texas,  and  several  programs  for  children  living  in  iso- 
lated areas  of  rural  poverty  in  the  Mississippi  Delta  and  western 
West  Virginia,  and  in  actually  South  Florida  in  the  area  that  was 
devastated  by  Hurricane  Andrew,  and  I  am  here  really  to  talk  to 
you  exclusively  about  the  issue  of  children  and  health  reform  with 
specific  focus  on  Congressman  Cooper's  plan,  but  I  would  say  that 
the  children  for  whom  our  programs  provide  crucial  health  care, 
and  in  addition  to  those,  the  millions  of  other  children  who  lack  the 
means  to  secure  regular  comprehensive  primary  care  in  America, 
are  all  desperately  awaiting  definitive  action  to  ensure  that  access 
will  be  theirs,  as  it  is,  as  it  should  be,  for  all  other  Americans. 

But  I  must  tell  you  that,  as  an  American  pediatrician,  I  am  em- 
barrassed and  horrified  about  just  how  long  our  children  have  wait- 
ed for  the  kind  of  access  to  care  afforded  to  kids  in  virtually  every 
other  industrialized  country  in  the  world.  You  probably  already 
know,  but  I  will  say  for  emphasis,  that  the  United  States  currently, 
in  1994,  has  one  of  the  lowest  completed  immunization  rates 
among  two-year-olds  of  any  industrisdized  country,  and,  secondly, 
there  are  many,  many  families  of  the  working  poor  who  are  forced 
every  day  to  sacrifice  preventive  medical  care  like  immunizations 
so  they  can  provide  food  and  shelter  for  their  families,  and,  finally, 
that  our  estimation  is  that  there  are  approximately  15  million — I 
say  15  million — children  who  lack  adequate  or  sometimes  any  in- 
surance coverage  or  access  to  care  in  the  United  States. 

So  the  question  for  us  is,  how  will  children  fare  under  Congress- 
man Cooper's  plan  or  any  other  plan?  And  that  is  a  question  that 
I  think  myself  and  other  advocates  for  children  are  going  to  be  con- 
fronting and  hoping  you  will  confront  in  the  months  to  come. 

Unfortunately,  though,  the  Cooper  proposal,  in  our  estimation, 
would  create  a  system  whereby  the  extraordinary  health  needs  of 
America's  children  are  neither  sufficiently  acknowledged  nor  effec- 
tively addressed,  and  there  are  three  principal  reasons  that  I  am 
making  this  judgment.  The  first  reason  is  that,  in  spite  of  what 
Congressman  Cooper  has  said  this  morning,  the  Cooper  bill  does 
not  offer  what  we  would  consider  to  be  appropriate  universal  cov- 
erage or  access  to  care  for  children. 

All  children,  as  far  as  we  are  concerned,  need  to  be  in  the  sys- 
tem, and  they  need  to  be  in  the  system  as  quickly  as  possible  to 
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cover  the  essential  medical  needs  that  they  are  now  waiting  for. 
The  children,  in  fact,  that  don't  have  this  care — and  this  is,  as  I 
say,  a  good  12  to  15  million  kids — are  waiting  as  we  speak  with 
chronic  ear  infections  and  hearing  loss,  the  kinds  of  medical  prob- 
lems that  may  significantly  delay  their  development  and  particu- 
larly the  development  of  language  skills.  They  wait  with  the  visual 
defects  that  keep  them  from  reading  or  see  blackboards  in  school 
situations,  and  they  wait  with  a  series  of  debilitating  conditions 
like  asthma  which,  untreated,  inhibit  social  interactions,  interfere 
with  normal  pla3dng,  and  keep  them  from  attending  school.  So  I  am 
trying  to  relate  this  to  some  real  world  problems  that  we  are  deal- 
ing with  every  day  here. 

Congressman  Cooper  and  supporters  of  his  bill  say,  in  essence, 
that  many  of  these  children,  whether  it  is  10  to  20  to  50  percent 
of  the  uninsured  right  now,  will  have  to  wait  for  health  care.  I  am 
not  sure  what  they  are  waiting  for  or  why  they  are  waiting.  Are 
they  waiting  for  market  forces  to  kick  in?  Are  they  waiting  for  doc- 
umented savings  in  the  system?  Are  they  waiting  until  we  can  af- 
ford to  let  them  into  a  system,  which  should  be  right  now,  acces- 
sible and  affordable  for  every  child  in  the  country? 

So  our  question  to  supporters  of  the  Cooper  bill  is  exactly  which 
children,  whose  children,  should  be  waiting  for  health  care?  Are 
they  the  children  who  live  with  families  below  or  near  the  poverty 
line?  Are  they  the  children  of  the  traditionally  disenfranchised  pop- 
ulations in  America?  Exactly,  I  would  ask  Congressman  Cooper, 
which  children  are  waiting  until  1998  or  2000  or  2010,  or  never  to 
get  the  health  care  that  they  should  have? 

The  second  problem  with  the  Cooper  bill  is  that  it  fails  to  spell 
out  in  advance  a  nonflscally-encumbered  comprehensive  children's 
benefits  package,  and  this  is,  as  far  as  I  am  concerned,  a  fatal  flaw 
in  the  Cooper  bill,  and  I  will  get  to  the  point  about  this.  We  cannot, 
I  don't  think,  accept  a  reform  proposal  that  doesn't  spell  out  in  de- 
tail the  precise  covered  children's  benefits.  There  must  be  coverage, 
as  we  see  it,  for  illness  prevention,  for  immunization,  for  the  care 
of  chronic  and  genetic  and  handicapping  conditions;  the  package 
must  include  dental  care  and  visual  and  hearing  care,  et  cetera; 
and  there  should  be  no  fiscal  barriers  whatsoever  interfering  with 
access  to  these  essential  children's  health  services,  especially  pre- 
ventive care  like  immunizations. 

Congressman  Cooper's  bill,  as  far  as  we  are  concerned,  is  a  mys- 
tery package  for  children  that  is  totally  unacceptable  to  the  child 
health  advocacy  community. 

The  third  problem  with  the  Cooper  bill  is  that  it  reflects,  as  far 
as  we  are  concerned,  a  very  serious  misunderstanding  of  the  dif- 
ference between  insurance  coverage  and  actual  functional  access  to 
health  care,  and  I  want  to  say  as  an  aside  here  that  I  am  befuddled 
and  amazed  that  the  term  "access"  has  taken  on  now  a  confusing 
aura  of  maybe  some  people  meaning  it  to  mean,  do  you  have  access 
to  coverage,  do  you  have  the  ability  potentially,  if  you  have  the 
money,  to  buy  health  insurance?  That  kind  of  access  is  not  what 
people  who  deliver  health  care  are  talking  about.  We  are  talking 
about,  do  actual  human  beings  get  health  care?  Do  they  get  health 
care?  And  our  concern  is  that  the  difference  between  just  having 
health  insurance  coverage  and  actually  having  that  actual  func- 
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tional  health  care  is  grossly  misunderstood  and  is  emphatically 
misunderstood  in  the  Cooper  plan,  because  there  are  many  barriers 
to  people  getting  health  care  even  if  they  have  insurance,  and  those 
barriers  include  everything  from  language  difficulties  to  homeless- 
ness  to  lack  of  transportation  to  health  providers,  to  absolute  lack 
of  health  providers  in  various  parts  of  the  country,  and  the  Cooper 
proposal,  as  far  as  all  of  these  things  are  concerned,  offers  very, 
very  little  support  to  the  public  health  infrastructure  and  far  too 
little  support  to  enabling  services  or  mechanisms  to  improve  actual 
access  to  getting  health  care,  and  not  only  that,  not  only  does  it  in 
general  have  far  too  little  of  those  kinds  of  supports,  but  the  fact 
is  that  children  will  suffer  disproportionately  from  this  lack  of  at- 
tention to  dealing  with  the  known  barriers  to  care  that  are  experi- 
enced by  many  underserved  kids. 

So  what  I  conclude  with  is  this  simple  message.  The  McDermott- 
Wellstone  single-payer  bill  comes  close,  but  as  far  as  we  are  con- 
cerned, for  children  there  is  no  bill  currently  under  consideration 
that  provides  the  health  care  coverage  and  genuine  access  that  is 
offered  by  the  President's  Health  Security  Act,  and  that  is  exactly 
why  the  American  Academy  of  Pediatrics  and  so  many  of  the  coun- 
try's leading  health  experts  and  leading  advocates  have  praised  or 
endorsed  the  President  s  bill. 

Conversely,  all  of  the  proposals  under  consideration,  of  all  of 
them,  none  reflects  less  interest  in  or  attendance  to  the  crucial 
health  needs  of  the  Nation's  children  as  does  the  Cooper  bill,  and 
I  say  let's  not  be  fooled  by  terms  like  "Clinton  Lite,"  because  when 
it  comes  to  kids  and  families,  we  think  the  Cooper  bill  is  clearly 
an  empty  promise. 

Bipartisanship  is  not  the  goal  of  health  reform.  The  paramount 
goal  is  to  get  Americans,  including  our  children,  covered,  included 
with  comprehensive  health  care  as  soon  as  possible,  and  anything 
that  leaves  out  our  children  explicitly,  as  far  as  I  am  concerned,  is 
something  that  should  never  be  allowed  to  happen. 

Thank  you. 

[The  prepared  statement  of  Dr.  Redlener  follows:] 
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Irwin  Rediener,  M.D. 

EMPTY  PROMISES:  THE  COOPER/BREAUX  PROPOSAL  AND 
AMERICA'S  MEDICALLY  UNDERSERVED  CHILDREN 

I  am  Dr.  Irwin  Rediener,  Director  of  the  Division  of  Community  Pediatrics  at 
the  Montefiore  Medical  Center  in  New  York  City.    My  Division  runs  the  New 
York  City  Children's  Health  Project,  the  nation's  largest  health  care  program 
for  homeless  children,  and  a  neighborhood-based  children's  health  center  in  the 
South  Bronx. 

I  am  also  President  of  the  Children's  Health  Fund  which,  in  addition  to 
supporting  the  work  of  the  New  York  Project,  has  established  programs  for 
very  underserved  inner  city  children  in  Newark,  N.J.,  South  Central  Los 
Angeles  and  the  Anacostia  District  here  in  Washington;  for  homeless  children 
in  Dallas,  Texas;  for  children  living  in  the  isolated  rural  poverty  of  the 
Mississippi  Delta  and  West  Virginia;  and  for  poor  children  in  the  hurricane 
devastated  communities  around  Homestead,  Florida. 

The  children  for  whom  our  programs  provide  vitally  needed  health  services  and 
the  millions  of  other  children  who  lack  the  means  to  secure  regular 
comprehensive  primary  care,  all  desperately  await  definitive  action  to  ensure 
the  access  that  all  Americans  deserve. 

I  must  tell  you  that,  as  an  American  pediatrician,  I  am  embarrassed  about  how 
long  our  children  have  waited  for  the  kind  of  access  to  care  afforded  to  kids  in 
virtually  every  other  industrialized  country  in  the  world. 

And  I'm  not  just  referring  to  the  poor  and  near  poor  children  I  take  care  of 
today.    I  remember  just  a  few  years  ago,  when  I  ran  a  busy  private  practice, 
listening  in  horror  to  a  family  who  lost  everything  they  had  -  all  their  savings 
including  a  fledgling  new  business  -  because  their  health  insurance  carrier 
didn't  cover  the  cost  of  caring  for  their  terribly  sick  premature  baby.    This  was 
one  of  many,  many  cases  -  living  proof  of  a  system  in  deep  trouble. 

There  is  little  dispute  that  America  needs  to  seriously  reform  its  health  care 
system.    But  for  me,  the  question  is:  what  exactly  will  children  get  under  the 
umbrella  of  health  reform?    In  specific,  I  have  been  asked  to  provide  this 
statement  with  respect  to  the  consequences  of  the  Cooper  bill  for  children. 
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In  a  nutshell: 

The  Cooper  plan  is  profoundly  disappointing,  with  an  inexplicable  disregard  for 
the  enormous  health  care  needs  of  the  nation's  children. 

In  1994: 

*  we  know  there  are  families  of  the  working  poor  who  are  forced  to 
sacrifice  preventive  medical  care  -  like  immunizations  -  to  provide  food  or 
shelter; 

*  we  consistently  document  one  of  the  lowest  completed  immunization 
rates  among  two-year  olds  of  any  developed  countries; 

*  we  know  that  there  are  nearly  15  million  children  who  lack  insurance 
coverage  or  access  to  care. 

Yet,  in  spite  of  all  this,  the  Cooper  proposal  would  create  a  system  where  these 
and  similar  problems  are  neither  sufficiently  acknowledged  nor  effectively 
addressed. 

Here  are  three  principle  reasons  for  this  judgement: 

1.  The  Cooper  bill  does  not  offer  universal  coverage  or  access  to  care  for 
children. 

All  children  need  to  be  in  the  system  of  health  care  coverage,  they  need  to  be 
covered  for  essential  medical  needs  and  they  need  that  coverage  now.    The  kids 
who  are  waiting  wait  with  chronic  ear  infections  and  hearing  loss  -  causing 
significant  delay  in  development  of  language  skills;  they  wait  with  visual  defects 
that  keep  them  from  reading  or  seeing  the  blackboard;  they  wait  with 
debilitating  conditions  like  asthma  which,  untreated,  inhibit  social  interactions, 
interfere  with  normal  play  and  keep  kids  from  attending  school. 

Congressman  Cooper  and  the  supporters  of  his  bill  say,  in  essence,  that  many 
of  these  children  will  just  have  to  "wait  for  health  care".    They  are  to  wait  for 
market  forces  to  kick  in,  wait  for  documented  savings  in  the  system,  wait  until 
we  can  afford  to  let  them  into  a  system  which  should  be  accessible  and 
affordable  for  every  child  in  this  country. 
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So  we  would  ask  supporters  of  the  Cooper  bill:  exactly  which  children  should 
wait  for  health  care?   The  children  who  live  with  families  below  or  near  the 
poverty  line?   The  children  of  the  traditionally  disenfranchised?   Who  decides, 
in  this  country  of  mind-boggling  wealth  and  resources,  which  children  should 
have  the  luxury  of  decent  health  care  and  which  children  wait  on  the  sidelines? 

I  am  sure  that  at  this  point  in  the  debate,  no  one  would  suggest  that  we  can't 
afford  to  include  all  children.    I'm  assuming  that  every  informed  citizen,  that 
all  of  our  elected  officials  and  policy-makers  by  now  understand  that  preventive 
care  for  all  children  is  cheap  and  it's  cost-effective.    It  is  absolutely  vital  to  our 
long-term  national  interests  to  ensure  good  health  and  good  education  for  all  of 
our  children. 

Even  on  a  purely  practical  basis,  the  failure  to  provide  insurance  coverage  for 
uninsured  individuals,  especially  high  need  individuals,  undermines  the  ability 
to  really  control,  and  ultimately  contain  costs  within  the  health  care  system. 
This  is  because  these  individuals  eventually  do  get  care,  albeit  care  that  is 
delivered  inappropriately  and  within  the  most  expensive  venues  in  our  health 
care  system,  the  emergency  rooms  and  in-patient  hospital  facilities.    This  means 
that  these  extraordinary  costs  are  shifted  back  into  the  insurance  premium 
structure  or  to  public  sector  tax-fmanced  uncompensated  care  pools. 

In  fact,  by  continuing  to  exclude  the  high-risk  uninsured,  we  sustain  the 
conditions  which  contribute  to  the  high  cost  of  health  care.    This  approach  will 
essentially  guarantee  that  the  structural  "savings"  needed  under  the  Cooper  plan 
to  pay  for  inclusion  of  currently  uncovered  children  and  their  families  will 
never  be  realized. 

2.  The  Cooper  bill  fails  to  spell  out  a  "non  fiscally  encumbered" 
comprehensive  children's  benefit  package. 

Let  me  get  to  the  point:  we  cannot  tolerate  a  reform  proposal  that  doesn't  spell 
out,  in  detail,  the  precise  covered  children's  benefits.    There  must  be  coverage 
for  illness,  for  prevention,  for  immunization,  for  the  care  of  chronic,  genetic 
and  handicapping  conditions.    The  package  must  include  dental  care,  vision  and 
hearing  care,  and  home  care.    And,  there  can  be  no  fiscal  barriers,  whatsoever. 
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interfering  with  access  to  essential  children's  health  services,  especially 
preventive  care  like  immunizations. 

Not  only  does  the  Cooper  proposal  fail  to  delineate  the  benefit  package  for 
children,  but,  alarmingly,  establishes  an  inevitable  collision  course  between 
children  and  infinitely  more  powerful  interests  representing  other  age  groups 
and  special  interest  forces.    All  of  these  elements  would  be  fighting  for 
preferential  benefit  consideration  in  some  ill-defined  process  after  the  basic  bill 
is  passed. 

This  situation  is  intolerable  for  those  who  care  about  equity  and  health  access 
for  children.    Kids  cannot  and  will  not  be  able  to  muster  the  advocacy  fire- 
power to  get  what  they  need  in  the  kind  of  environment  which  would  be  locked 
in  place  by  the  Cooper  proposal.    The  benefits  must  be  spelled  out  in  detail,  in 
advance  and  reflect  what  is  in  the  best  interest,  finally,  of  our  children. 

The  Cooper  plan  offers  a  "mystery  package"  of  children's  benefits.    We  have  to 
do  better  than  that. 

3.  The  Cooper  bill  reflects  a  serious  misunderstanding  of  the  difference 
between  insurance  coverage  and  actual  functional  access  to  health  care. 

What  we  know  is  that  many  of  the  chronically  underserved  families  and 
children  in  America  need  more  than  just  insurance  coverage.    Many  bariiers, 
from  language  to  homelessness,  to  lack  of  transportation  or  available  health 
providers,  encumber  attempts  to  attain  actual  access  to  medical  services.    The 
Cooper  proposal  offers  far  too  little  support  of  public  health  infrastructure, 
enabling  services,  or  mechanisms  to  improve  access  to  care.    Children  will 
suffer  disproportionately  from  this  lack  of  attention  to  the  known  barriers  to 
care  experienced  by  many  of  the  chronically  underserved. 
Conclusion 

Not  only  does  the  Cooper  Bill  fail  essential  tests  important  to  the  nation's 
children  and  families,  it  also  creates  a  cruel  dilemma  for  American  families 
who'  are  struggling  to  survive  economically. 
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Why  do  I  say  this?   Because  the  Cooper  proposal  calls  for  subsidies  to  low- 
income  households  to  purchase  coverage.    But  these  subsidies,  which  would  be 
phased  out  gradually  as  income  level  approaches  only  200%  of  the  poverty 
level,  represent  a  particularly  painful  disincentive  for  those  attempting  to  elevate 
themselves  from  poverty  while  making  sure  that  they  have  the  health  care  they 
need. 

Families  of  near-poverty  status  would  be  faced  with  the  additional  burden  of 
having  to  finance  purchase  of  health  care  coverage  (approximately  $5,500  per 
year  for  the  median  health  insurance  plan  now  provided  by  employers).    This 
might  make  health  coverage  available,  but  it  clearly  would  remain  unaffordable. 

Where  would  families  accumulate  the  money  for  health  insurance  at  this  rate? 
from  rent  money?  from  money  for  clothing?  This  would  create  a  series  of 
unconscionable  critical  choices  for  America's  working  poor. 

What  I  conclude  with  is  this  simple  message:  the  McDermott-Wellstone  single- 
payer  bill  comes  close,  but  no  bill  currently  under  consideration  provides  the 
health  care  coverage  and  genuine  access  that  is  offered  by  the 
Administration's  Health  Security  Act. 

That  is  why  the  American  Academy  of  Pediatrics  and  so  many  of  the  country's 
leading  child  health  experts  and  advocates  have  praised  or  endorsed  the 
President's  bill. 

Conversely,  of  all  the  proposals  under  consideration,  none  reflects  less  interest 
in  or  attendance  to  the  crucial  health  needs  of  the  nation's  children  as  does  the 
Cooper  Bill. 

Those  seeking  compromise  in  the  health  reform  debate  have  sometimes  referred 
to  the  Cooper  Bill  as  "Clinton  light".  Don't  be  fooled.    When  it  comes  to  kids 
and  families,  the  Cooper  bill  is  an  empty  promise. 

Thank  you. 
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Mr.  Martinez.  Thank  you,  Mr.  Redlener. 

I  need  to  be  in  touch  with  you  at  some  point  in  time.  I  asked  the 
First  Lady  when  she  was  here  before  our  committee  testifying  on 
the  President's  plan  that  very  question:  What  happens  to  all  of 
these  runaway  children,  homeless  children,  that  are  now  being 
taken  care  of  by  the  community-based  organizations  and  are  receiv- 
ing that  health  care  service  through  them?  Because  nowhere  in  the 
plan  could  I  find  that  it  did  cover  or  pay  any  attention  to  that. 

Not  only  them,  but  there  are  a  lot  of  our  Americans,  the  older 
Americans,  who  are  receiving  health  care  through  definite  pro- 
grams that  are  in  place  now,  and  it  seems  that  the  bill  itself  does 
not,  any  of  the  bills  do  not,  address  what  replaces  those  programs 
other  than  the  alliances  that  you  are  talking  about  or  some  other 
plans  that  are  all  inclusive  of  everyone  that  is  out  there,  and  I 
have  to  date  not  received  an  answer  on  my  questions. 

I  would  hope  that  as  we  move  forward,  that  I  would  offer  some 
amendments  to  make  sure  that  those  children  that  you  talk  about 
and  those  other  Americans,  older  Americans  that  we  talk  about, 
are  covered  in  this  plan  somehow  as  adequately  as  they  are  covered 
now,  and  they  are  not  that  adequately  covered  now.  As  you  stated, 
there  are  15  million  who  are  not  receiving  it,  and  I  want  to  see 
those  15  million  covered  too. 

So  I  think  I  would  like  to  talk  to  you  later. 

Mr.  Tarre. 

Mr.  Tarre.  Thank  you,  Mr.  Chairman. 

My  name  is  Michael  Tarre,  and  I  am  director  of  compensation 
and  benefits  at  IBM,  I  am  here  today  on  behalf  of  the  Corporate 
Health  Care  Coalition.  We  are  a  group  of  large,  multi-State,  self- 
insured  employers,  and  at  present  the  coalition  has  22  members. 
In  total,  we  provide  health  benefits  to  over  3.7  million  lives,  which 
is  nearly  1.5  percent  of  the  U.S.  population  in  all  50  States,  and 
for  health  care  each  year  we  spend  over  $7  billion.  Over  the  years 
we  have  had  extensive  experience  in  designing  and  operating 
health  benefit  plans  and  have  been  a  major  force  in  ongoing  efforts 
to  restructure  the  health  care  delivery  system. 

We  are  committed  to  enactment  of  comprehensive  health  care  re- 
form in  1994  with  universal  coverage  and  cost  controls,  and  we  ap- 
plaud President  Clinton  and  the  First  Lady  for  getting  the  country 
to  focus  on  this  issue  and  for  advancing  the  concept  of  managed 
competition.  Mr.  Cooper  and  others  do  the  same.  In  our  view,  man- 
aged competition  provides  the  best  field  of  play  for  health  care  re- 
form, and  we  believe  that  the  best  way  to  accomplish  this  is  by  ex- 
tending the  employer-based  system  that  already  covers  138  million 
Americans. 

Employers  of  all  sizes  should  have  the  ability,  individually  or 
through  purchasing  groups,  to  use  the  techniques  that  are  working 
well  today  for  large  employers.  In  a  properly  structured  market- 
place, employers  operating  as  direct  and  active  purchasers,  can 
drive  the  health  care  system  to  more  efficient  results  and  also  to 
higher  quality  health  care  coverage  for  our  employees  and  their 
families. 

For  this  approach  to  work,  it  is  critical  that  large  employers  that 
have  traditionally  played  an  active  role  in  the  market  be  able  to 
continue  to  operate  their  own  plans.  This  means  that  they  must  be 
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able  to  remain  self-insured.  It  means  they  must  be  able  to  benefit 
from  experience  rating,  and  to  operate  in  a  market  of  multiple  pur- 
chasers where  price  and  quality  are  driven  by  market  factors  rath- 
er than  by  government  rules. 

Multi-State  companies  providing  uniform  nationwide  benefits  for 
their  emplovees  and  their  families  must  be  able  to  operate  under 
uniform  Federal  standards  and  not  be  subject  to  State  single-player 
systems. 

If  an  employer-based  system  with  these  elements  is  the  basis  for 
health  care  reform,  then  we  believe  it  is  reasonable  to  pursue  uni- 
versal coverage  by  requiring  that  all  employers  eventually  partici- 
pate financially. 

There  has  been  some  interest,  I  know,  in  the  Congress  in  either 
waiving  ERISA  preemption  to  allow  individual  States  to  enact  their 
own  health  care  systems  or  permitting  States  to  opt  for  State  level 
single-payer  systems.  Both  options  would  be  a  mistake.  Letting  the 
States  carve  up  our  national  health  care  system  into  50  different 
financing  and  service  delivery  jurisdictions  could  have  serious  con- 
sequences not  on  only  for  the  health  plans  that  must  operate  in  a 
number  of  States  but  for  the  participants  and  patients  who  must 
consume  health  care  across  State  lines. 

Tens  of  millions  of  residents  in  over  50  border  cities  regularly  get 
their  health  care  across  State  lines,  and  in  our  own  case,  in  my 
company,  over  13,000  employees  commute  across  State  lines,  and 
that  doesn't  count  the  many  thousands  who  might  relocate  from 
one  State  to  another  in  the  course  of  the  year  or  be  on  temporary 
assignment  between  States.  National  Centers  of  Excellence  serve  a 
nationwide  population;  for  example,  the  Mayo  Clinic  which  draws 
70  percent  of  its  physician  referrals  are  patients  from  out  of  State. 

If  States  are  allowed  to  assume  control  over  health  care  benefits 
and  financing,  it  could  result  in  a  disruptive  health  care  system. 
For  example,  a  State  trying  to  retain  and  bolster  State  resources 
could  require  that  residents  use  only  in-State  facilities,  employees 
transferred  from  one  State  to  another  suddenly  could  lose  coverage 
for  a  particular  condition  or  treatment  during  the  course  of  their 
illness,  or  the  efforts  of  one  State  to  finance  health  care  or  unilater- 
ally enact  universal  coverage  could  drive  employers  to  relocate  to 
neighboring  States  or  encourage  uninsured  individuals  to  move 
into  that  State. 

Neither  our  health  care  problems  nor  the  solutions  are  unique  to 
any  one  State,  and  no  State  will  be  helped  in  the  long^  run  by  the 
failure  to  enact  a  uniform  national  solution.  Even  the  National 
Governors  Association  supports  a  national  system. 

While  the  coalition  would  like  to  see  strong  Federal  standards, 
we  also  believe  that  the  States  do  have  a  legitimate  and  important 
role  in  administering  elements  of  the  health  care  system.  In  our 
written  statement  we  call  for  federally-set  benefits,  employer  re- 
sponsibilities, financing,  cost  containment,  and  data  collection  that 
preempts  State  rules.  We  also,  however,  support  State  certification 
of  health  plans  and  purchasing  groups.  State  supervision  of  health 
care  delivery,  and  State  consumer  protection  efforts. 

Now  I  would  like  to  make  some  specific  comments  on  the  Man- 
aged Competition  Act  introduced  by  Mr.  Cooper  and  Mr.  Grandy. 
The  Cooper-Grandy  bill  relies  heavily  on  a  competitive  market  to 
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manage  costs  and  improve  quality,  and  in  that  sense  it  is  close  to 
our  position.  It  also  moves  aggressively  toward  a  national  system 
and  thus  is  more  consistent  with  our  views  than  the  single-payer 
bills  or  the  single-payer  option  for  States  that  is  in  the  Healtn  Se- 
curity Act. 

Unfortunately,  the  Cooper-Grandy  bill  has  some  serious  short- 
comings from  an  employer  perspective.  Employers  who  cover  their 
workers  already  pay  a  30  percent  surcharge  for  the  uninsured  and 
for  cost  shifting  for  workers  from  other  companies.  The  Cooper- 
Grandy  bill  would  make  this  cost  shifting  worse  by  financing  64 
percent  of  its  subsidies  to  the  uninsured  through  the  excise  tax  on 
the  employers  who  now  cover  their  workers. 

Additional  provisions,  including  community  rating  without  uni- 
versal coverage,  which  we  think  would  actually  increase  the  num- 
ber of  uninsured,  and  allowing  regional  HPPCs  to  tax  self-insured 
plans  to  offset  their  own  shortfalls  prevent  us  from  supporting  this 
legislation. 

We  are  very  concerned  that  the  Congress  may  decide  to  expand 
coverage  by  either  levying  additional  Federal  taxes  on  companies 
who  already  cover  their  workers  or  waiving  ERISA  preemption  to 
allow  the  States  to  establish  single-payer  systems  and/or  tax  self- 
insured  employers. 

Making  coverage  voluntary  and  taxing  employers  who  provide  it 
will  not  lead  to  universal  coverage,  nor  will  permitting  States  to  set 
up  their  own  health  care  systems  lead  to  universal  coverage.  These 
solutions  will,  however,  penalize  the  very  companies  who  are  pro- 
viding high-quality  innovative  health  benefits  to  their  employees 
and  their  families. 

We  urge  this  committee  to  work  toward  a  seamless  national 
health  care  system  that  truly  uses  employers  to  help  achieve  uni- 
versal coverage  and  to  manage  and  control  costs  through  a  restruc- 
tured marketplace. 

Thank  you. 

[The  prepared  statement  of  Mr.  Tarre  follows:] 
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EXECUTIVE  SUMMARY 


The  Corporate  Health  Care  Coalition  is  a  group  of  22  large,  self-insured,  multi-state 
employers.   In  total.  Coalition  members  provide  health  benefits  for  over  3.7  million  lives 
(nearly  1.5  percent  of  the  U.S.  population)  in  all  50  states  at  a  cost  of  more  than  $7  billion 
per  year.    Coalition  members  have  extensive  experience  in  designing  and  operating  health 
benefit  plans,  and  have  been  a  major  force  in  ongoing  efforts  to  restructure  the  health  care 
delivery  system. 

Coaunltment  to  National  Reform 

The  Coalition  is  committed  to  the  enactment  of  comprehensive  health  care  reform  this 
year.   The  best  way  to  accomplish  this  is  by  extending  the  employer-based  system  that 
already  covers  138  million  Americans.   Employers  of  all  sizes  should  have  the  ability 
individually  or  through  purchasing  groups  to  use  the  techniques  that  are  working  well  today 
for  large  employers.    In  a  properly  structured  marketplace,  employers  operating  as  direct 
active  purchasers  can  drive  the  health  care  system  to  more  efficient  results. 

For  this  approach  to  work,  it  is  critical  that  large  employers  that  have  traditionally 
played  an  active  role  in  the  market  be  able  to  continue  to  operate  their  own  plans.   This 
means  they  must  be  able  to  remain  self-insured,  to  benefit  from  experience  rating,  and  to 
operate  in  a  market  of  multiple  purchasers  where  price  and  quality  are  driven  by  market 
factors  rather  than  government  rules.   Multi-state  companies  providing  uniform  nationwide 
benefit^  for  their  employees  and  families  must  be  able  to  operate  under  uniform  federal 
standards  and  should  not  be  subject  to  state  single  payer  systems.    If  an  employer-based 
system  with  these  elements  is  the  basis  for  health  care  reform,  then  it  is  reasonable  to  pursue 
universal  coverage  by  requiring  that  all  employers  eventually  participate  financially. 

Federal  Standards  and  ERISA  Preemption 

There  has  been  some  interest  in  the  Congress  in  either  waiving  ERISA  preemption  to 
allow  individual  states  to  enact  their  own  health  care  systems  or  permitting  states  to  opt  for 
state-level  single-payer  systems.    Both  options  would  be  a  mistake.    Letting  the  states  carve 
up  our  national  health  care  system  into  50  different  financing  and  service  delivery 
jurisdictions  could  have  serious  consequences  not  only  for  the  health  plans  that  must  operate 
in  a  number  of  states,  but  for  the  participants  and  patients  who  must  consume  health  care 
across  state  lines.   Tens  of  millions  of  residents  of  over  50  border  cities  now  regularly  cross 
state  lines  for  health  care  services.    National  centers  of  excellence  serve  a  nationwide 
population  -  like  the  Mayo  clinic,  for  example,  which  draws  70  percent  of  its  physician- 
referred  patients  from  out-of-state.   We  are  concerned  that  states  controlling  health  care 
benefits  and  financing  might  require,  for  example,  that  residents  use  only  in-state  facilities. 
Additionally,  employees  transferred  from  one  state  to  another  might  suddenly  lose  coverage 
for  a  particular  condition  or  treatment  during  the  course  of  their  illness.   Also,  states 
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reforming  their  health  care  systems  may  enact  employer  taxes,  driving  employers  to  relocate 
to  neighboring  states,  or  provide  benefits  attracting  uninsured  individuals  from  other  states. 
Neither  our  health  care  problems  nor  the  solutions  are  unique  to  any  one  state,  and  no  state 
will  be  helped  in  the  long-run  by  the  failure  to  enact  a  uniform  national  solution.    Even  the 
National  Governors'  Association  supports  a  national  system. 

While  the  Coalition  would  like  to  see  strong  federal  standards,  we  also  believe  the 
states  have  a  legitimate  and  important  role  in  administering  elements  of  the  health  care 
system.   The  CHCC  supports  federally  set  benefits,  employer  responsibilities,  financing,  cost 
containment,  and  data  collection  that  preempt  state  rules.   We  also  support  state  certification 
of  health  plans  and  purchasing  groups,  state  supervision  of  health  care  delivery,  and  state 
consumer  protection  efforts. 

Managed  Competition  Act 

The  Coalition  is  pleased  that  the  Cooper-Grandy  bill  is  aimed  at  getting  bipartisan 
support  and  generally  embodies  the  principles  of  managed  competition.   The  bill  relies  more 
heavily  than  the  Health  Security  Act  on  a  competitive  market  to  manage  costs  and  improve 
quality,  and  in  that  sense  is  closer  to  our  position.   It  also  moves  more  aggressively  toward  a 
national  system,  and  thus  is  more  consistent  with  our  views  than  are  the  single-payer  bills  or 
the  Health  Security  Act  with  its  single-payer  option  for  states.    Unfortunately,  the  Cooper- 
Grandy  bill  has  some  fatal  shortcomings  from  an  employer  perspective.    Employers  who 
cover  their  workers  already  pay  a  30  percent  surcharge  for  the  uninsured  and  workers  of 
other  companies.   The  Cooper-Grandy  bill  would  make  this  cost-shifting  worse  by  financing 
64  percent  of  its  subsidies  to  the  uninsured  through  an  excise  tax  on  the  employers  who  now 
cover  their  workers.    Additional  provisions,  including  community  rating  without  universal 
coverage  ~  which  we  think  could  actually  increase  the  number  of  uninsured  -  and  allowing 
regional  HPPCs  to  tax  self-insured  plans  to  offset  their  own  fmancial  shortfalls,  prevent  us 
from  supporting  this  legislation. 

Conclusion 

The  Coalition  is  very  concerned  that  the  Congress  may  decide  to  expand  coverage  by 
either  levying  additional  federal  taxes  on  companies  that  already  cover  their  workers,  or 
waiving  ERISA  preemption  to  allow  the  states  to  establish  single-payer  systems  and/or  tax 
self-insured  employers.   Making  coverage  voluntary  and  taxing  employers  who  provide  it 
wiU  not  lead  to  universal  coverage,  nor  will  permitting  states  to  set  up  their  own  health  care 
systems.   These  solutions  will,  however,  penalize  the  very  companies  who  are  providing 
high-quality,  innovative  health  benefits  to  their  employees  and  their  families.   We  urge  this 
committee  to  work  toward  a  seamless  national  health  care  system  that  truly  uses  employers  to 
help  achieve  universal  coverage  and  to  manage  and  control  costs  in  a  restructured 
marketplace. 


-II- 


182 


Mr.  Chainnan  and  Members  of  the  Committee: 


My  name  is  Michael  Tarre.    I  am  Director  of  Compensation  and  Benefits  for  the 
International  Business  Machines  Corporation.   I  am  here  today  on  behalf  of  the  Corporate 
Health  Care  Coalition,  a  group  of  large,  self-insured,  multi-state  employers,  recently  formed 
to  support  the  enactment  of  health  care  reform  legislation.   At  present,  the  Coalition  has  22 
member  companies  —  all  Fortune  200  ~  who  operate  health  plans  for  employees,  their 
families,  and  retirees,  covering  over  3.7  million  lives  (1.5%  of  the  U.S.  population)  and 
providing  more  than  $7  billion  per  year  in  health  benefits. 

Our  Coalition  is  distinguished  by  its  exclusive  focus  on  issues  of  significance  to  large, 
self-insured  employers.   Our  primary  health  care  concerns  are  those  of  active  purchasers  of 
health  care  for  our  employees  and  not  those  of  vendors  of  insurance  or  health  care  products. 
Members  of  the  Corporate  Health  Care  Coalition  have  been  in  the  forefront  of  efforts  to 
ensure  high-quality  and  cost-effective  benefits  for  employees.   We  have  extensive  experience 
in  designing,  administering,  and  delivering  employee  health  benefits;  and  are  a  major  force 
today  in  ongoing  efforts  to  restructure  the  health  care  delivery  system. 

We  are  committed  to  enactment  of  comprehensive  health  care  reform  in  1994  and  we 
applaud  President  Clinton,  Mr.  Cooper,  and  Mr.  Thomas  for  advancing  reform  proposals 
that  embrace  the  employer-based  system  through  the  concept  of  managed  competition. 


AN  EMPLOYER-BASED  SYSTEM 

Members  of  the  Coalition  believe  that  a  system  that  expands  employer  coverage  can 
most  effectively  deliver  high-quality,  cost-effective  benefits  within  a  restructured  health  care 
market.   Nearly  140  million  Americans  ~  3  million  of  them  our  employees  and  their  families 
~  are  covered  through  their  employers,  and  most  are  well-satisfied  with  their  health  benefits. 
Disrupting  this  part  of  the  market,  which  works  well,  to  fix  the  parts  that  have  failed  makes 
little  sense  economically  or  politically. 

An  employer-based  system  is  one  in  which  employers  —  individually  and  in  groups  ~ 
act  as  organizers  and  active  purchasers  of  health  benefits  for  their  employees.   For  an 
employer-based  system  to  work  over  the  long  run,  there  must  be  a  competitive  market 
structure,  reformed  under  uniform  federal  guidelines  (with  ERISA  protections),  with 
adequate  broad-based  financing  and  some  appropriate  financial  participation  of  all  employers. 
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A  COMPETmVE  MARKET 


As  the  health  care  market  evolves,  large  employers  remain  the  driving  force  behind 
more  efficient  and  accountable  delivery  of  health  care.    In  the  unusually  complex  health  care 
market,  large  employers  have  worked  closely  with  providers  and  insurers  to  encourage 
delivery  system  restructuring  and  to  begin  reporting  on  outcomes  and  use  of  practice 
parameters  to  improve  quality  and  efficiency  of  care.    Were  individuals  to  shop 
independently  for  coverage,  they  would  exert  far  less  leverage  on  providers  or  insurers  to  be 
efficient  and  accountable.    Large  employers  and  business  coalitions  buying  on  behalf  of  large 
groups  of  employees,  however,  bring  expertise  and  purchasing  power  to  the  table. 
Purchasing  pools  (HPPCs,  health  alliances)  can  provide  smaller  employers  and  individuals 
with  the  market  leverage  that  large  employers  have  used  to  drive  down  health  costs  and 
propel  delivery  system  restructuring. 

While  our  member  companies  support  expanding  the  employer-based  system,  their 
support  is  conditioned  on  employers  staying  involved  in  managing  their  health  care  plans.    A 
system  in  which  employers  merely  write  a  check  for  coverage  is  not  truly  an  employer-based 
system.    Such  a  system  would  eviscerate  companies'  efforts  to  contain  health  care  costs,  and 
instead  would  commit  companies  to  be  the  primary  payer  for  a  health  care  entitlement  system 
directed  by  the  federal  government. 

Rather,  we  believe  that  a  properly  aligned  market  operating  with  multiple  purchasers, 
in  which  all  employers  and  individuals  share  in  the  financing  of  coverage,  would  be  effective 
in  driving  down  costs  and  achieving  high-quality  care.   To  have  an  incentive  to  promote 
wellness  and  monitor  health  plans  for  cost  and  quality,  companies  must  themselves  realize 
the  savings  achieved  by  actively  working  ~  either  through  purchasing  groups  or 
independently  --  to  control  their  employees'  health  care  costs.   In  a  multi-purchaser  market, 
large  employers  can  serve  as  benchmarks  against  which  to  judge  efforts  of  other  purchasers. 
Our  comp)anies  already  use  these  practices,  and  as  managed  care  techniques  have  grown 
more  sophisticated  in  recent  years,  we  have  experienced  considerable  success  in  limiting 
annual  cost  increases. 

Let  me  be  clear  that  our  coalition  members  realize  that  every  employer  cannot  be  an 
expert  at  purchasing  health  insurance.    Indeed,  we  believe  that  steps  must  be  taken  to  make 
insurance  affordable  and  accessible  for  small  companies  and  individuals,  including  small 
group  and  individual  insurance  market  reforms  ~  community  rating,  limits  on  pre-existing 
condition  exclusions,  portability,  and  open  enrollment  -  and  pooled  purchasing 
arrangements.    Already  small  and  medium-sized  employers  are  experimenting  with 
purchasing  coalitions  ~  by  banding  together  and  asldng  for  providers  to  bid  for  their 
business,  and  by  working  closely  with  local  providers  to  devise  alternative  risk-based 
financing  arrangements.    But  these  efforts  and  reforms  alone  will  not  be  sufficient  to  address 
all  the  problems  in  the  health  care  market. 
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UNIVERSAL  COVERAGE 

If  we  are  ultimately  to  achieve  the  goal  of  universal  coverage  and  rely  upon  an 
employer-based  system  to  organize  health  care  for  workers  and  their  families,  then  it  is  fair 
that  eventually  all  employers  be  required  to  participate.   While  all  employers  need  to 
contribute  to  employees'  coverage,  the  level  of  financing,  as  determined  by  the  benefit 
package  required,  the  proportion  of  cost  borne  by  the  employer,  the  length  of  the  phase-in 
period,  the  cost  sharing  required  of  the  employee,  definitions  of  an  employee,  and  part-time 
and  full-time  labor,  and  other  determinants  of  required  coverage,  can  all  be  modified  to  ease 
the  impact  on  employers  participating  for  the  first  time. 

Other  approaches  to  achieving  universal  coverage  are  not  likely  to  be  effective  or 
accomplish  an  equitable  distribution  of  the  burden  of  financing  health  care.    Some  people 
have  suggested,  for  example,  that  reforming  the  health  insurance  market  and  providing 
subsidies  might  by  themselves  stimulate  additional  coverage  by  making  insurance  more 
affordable  and  available.   Health  insurance  reform  without  a  mandate  could  have  the  reverse 
effect  on  coverage.    Reform  that  required  insurers  to  cover  all  applicants  for  a  community- 
rated  premium  would  raise  premiums  for  those  with  low  risk  who  currently  have  insurance. 
Without  a  mandate,  low-risk  firms  and  individuals  who  did  not  want  to  pay  higher  premiums 
would  have  to  drop  coverage,  increasing  the  risk  of  the  remaining  pool,  raising  premiums, 
and  stimulating  a  further  erosion  in  coverage. 

Evidence  from  existing  projects  that  attempt  to  encourage  small  employers  to  buy 
health  insurance  by  sharply  lowering  premiums  does  not  show  increased  coverage  beyond  a 
few  percentage  points  among  uninsured  small  businesses.   The  results  of  projects  evaluated 
to  date  leave  serious  doubt  that  reforms  absent  a  mandate  will  produce  universal  coverage. 

Some  would  propose  an  individual  mandate,  enforced  through  the  tax  code  and 
through  financial  penalties  for  the  uninsured  when  they  seek  care,  to  expand  health  insurance 
coverage.   But  given  that  the  majority  of  uninsured  people  have  incomes  under  twice  the 
federal  poverty  level  and  that  many  do  not  file  for  taxes,  the  Coalition  questions  the 
enforceability  of  an  individual  mandate.    Assuming  subsidies  are  provided  for  the  low- 
income  uninsured,  an  individual  mandate  is  also  likely  to  be  costlier  to  the  federal  treasury 
than  an  employer  mandate.    In  addition,  an  individual  mandate  would  not  end  the  cost- 
shifting  by  other  employers  to  our  member  companies,  as  working  spouses  and  dependents  of 
our  employees  could  seek  coverage  through  our  companies.   We  would  continue  to  shoulder 
the  costs  of  employers  and  industries  not  providing  health  benefits  to  workers. 

For  these  reasons,  we  believe  an  employer-based  system  can  only  achieve  universal 
coverage  and  effectively  address  private  sector  cost-shifting  if  costs  are  borne  equitably  by  all 
employers.   We  believe  that  to  spread  costs  more  evenly  throughout  the  economy,  all 
employers  should  be  required  to  contribute  toward  the  cost  of  their  employees'  health 
insurance  and  that  all  individuals  should  be  required  to  have  health  insurance.    Subsidies  or 
obligation  limits  can  be  used  as  necessary  to  minimize  the  disruption  for  small  companies 
with  predominantiy  low-wage  employees. 
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FEDERAL  STANDARDS  (ERISA) 

Health  care  reform  raises  complex  issues  related  to  the  right  mix  of  federal  and  state 
responsibilities  for  designing  and  implementing  various  features  of  a  reform  package.   The 
more  extensive  the  reform,  the  more  it  forces  us  to  reevaluate  traditional  divisions  of 
responsibility.    Some  people  have  argued  for  a  uniform  federal  system  and  others  would  like 
to  see  the  states  go  first  with  reform.   The  Coalition  believes  there  can  be  a  middle  position 
in  which  states  can  have  some  flexibility  in  administering  federal  reforms.    By  and  large, 
however,  we  believe  ERISA  has  worked  very  well  and  should  continue  to  be  the  basis  for  a 
uniform  regulatory  framework  governing  employer-provided  health  care. 

Some  people  believe  that  the  states  should  play  a  leading  role  in  health  care  reform. 
They  either  argue  that  the  Congress  should  delay  national  reform  and  let  the  states  test  a 
variety  of  health  care  reform  strategies  to  fmd  one  that  can  be  implemented  nationwide,  or 
they  argue  that  national  reform  should  give  the  states  broad  discretion  to  design  their  own 
state  health  systems.    The  Health  Security  Act,  for  example,  would  permit  states  to  establish 
a  single-payer  system  at  the  state  or  regional  level  and  to  force  all  employees  in  the  state  into 
the  state  system.   We  oppose  this  provision. 

At  the  same  time,  a  number  of  states  have  been  busy  preparing  their  own 
comprehensive  health  care  reform  plans.    Some  of  the  states  that  have  enacted  these  plans 
believe  they  are  blocked  from  implementing  them  by  the  Employee  Retirement  Income 
Security  Act  (ERISA)'s  preemption  of  state  laws.   In  some  cases  the  states  have  requested 
ERISA  waivers  or  advocated  outright  repeal  of  ERISA. 

States  have  focused  on  the  federal  statute  regulating  employee  benefit  plans  as  the 
target  because  it  preempts  any  and  all  state  laws  that  may  also  seek  to  regulate  those  plans. 
ERISA  preemption  has  been  limited  to  self-insured  plans  as  the  result  of  a  Supreme  Court 
ruling  in  1985  that  ERISA  did  not  preempt  the  application  of  state  insurance  law  to  insured 
employee  benefit  plans.    States'  concern  about  ERISA  preemption  has  been  heightened  by 
recent  lower  court  decisions  that  rule  that  states  may  be  preempted  from  indirect  as  well  as 
direct  taxation  of  employee  benefit  plans  to  finance  uncompensated  care. 

It  should  be  made  clear,  however,  that  states  have  the  ability  to  tax  all  other  aspects 
of  an  employer's  activities.    Notwithstanding,  states  feel  they  cannot  finance  comprehensive 
reform  without  the  ability  to  tax  self-insured  employee  benefit  plans.   We  strongly  disagree 
with  this  because  it  compounds  the  cost-shifting  placed  on  employers  providing  benefits.   An 
ERISA  waiver  allowing  a  state  to  tax  self-insured  employee  benefits  as  a  way  of  funding 
statewide  needs  is  not  a  good  resolution  -it  allows  companies  that  do  not  provide  benefits  to 
avoid  such  a  tax.   This  is  inconsistent  with  our  preference  for  broad-based  revenues. 
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The  Federal  Dimensions  of  Health  Care 

The  argument  for  letting  the  states  set  up  their  own  health  care  systems  is  based  on 
the  belief  that  "health  care  is  local".    In  fact,  much  of  our  health  care  system  is  national  and 
is  becoming  increasingly  so.    It  is  true  that  providers  tend  to  be  local  —  hospitals  are  fixed  in 
specific  communities,  and  physicians  are  licensed  to  practice  in  states.    But  this  is  where  the 
local  aspects  of  health  care  end.   The  use  of  services,  the  payment  for  care,  the  standards 
and  practices  of  the  medical  profession  all  cross  state  lines.   Today  natural  medical 
marketplaces  exist  unbounded  by  state  lines.   For  example: 

Medical  care  facilities  in  over  50  border  cities  serve  residents  of  multiple  states,  the 
way  Cincinnati,  Ohio  clinics,  hospitals,  and  tertiary  care  facilities  provide  care  for 
residents  of  Kentucky,  Indiana,  and  Ohio; 

Centers  of  Excellence  like  the  Mayo  Clinic  in  Minnesota,  Johns  Hopkins  Hospital  in 
Maryland,  M.D.  Anderson  in  Texas,  or  Sloan-Kettering  Memorial  Cancer  Center  in 
New  York  provide  medical  care  to  patients  from  across  the  country  —  70  percent  of 
the  patients  referred  to  the  Mayo  Clinic  by  physicians  come  from  out  of  state; 

Large  companies  provide  their  employees  consistent  health  benefits  no  matter  where 
they  are  located  ~  for  example,  a  Boeing  Company  employee  relocated  from 
Washington  State  to  Washington,  D.C.,  may  live  in  Maryland,  work  in  Virginia,  and 
come  to  the  District  of  Columbia  to  receive  their  health  care,  all  without  changing 
their  insurance  coverage  or  worrying  about  how  crossing  state  lines  will  affect  their 
health  care. 

Our  health  care  system  is  now  largely  multi-state  if  not  national  in  character,  and  is 
becoming  even  more  so  with  advances  in  communication  and  transportation.    How  would  this 
evolution  be  jeopardized  if  states  were  to  create  their  own  unique  systems  for  organizing  and 
financing  health  care? 

Problems  with  State-Run  Health  Care 

Let  me  suggest  a  few  issues  that  might  arise  if  the  Congress  were  to  cede  to  the  states 
substantial  authority  to  design  their  own  health  systems: 

•  One  state  might  prohibit  an  employer  from  offering  health  plans  by  enacting  a 
single-payer  system  while  a  neighboring  state  was  mandating  the  same 
employer  to  provide  a  health  plan; 

•  Residents  covered  under  one  state's  health  plan  who  wanted  to  use  a  health 
facility  in  another  state  might  be  required  to  get  prior  approval  to  use  out-of- 
state  facilities,  or  to  establish  that  there  was  reciprocity  between  the  states  for 
treatment; 
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Businesses  in  a  state  with  an  employer  mandate  or  employer  tax  to  finance 
care  (e.g.  California)  might  be  driven  to  relocate  to  a  neighboring  state  without 
an  employer  requirement  (e.g.  Nevada  or  Arizona); 

Low-income  residents  of  a  state  without  subsidized  health  care  coverage  might 
have  an  incentive  to  move  to  a  neighboring  state  that  has  universal  coverage 
and  provides  generous  subsidies,  much  like  today's  unemployment  insurance 
dilemma  in  many  parts  of  the  country; 

Residents  of  one  state  might  not  have  the  same  access  to  critical  treatments  as 
residents  of  neighboring  states; 

Employees  of  multi-state  companies  may  have  to  change  their  covered 
benefits,  access  to  care,  benefit  rights  under  the  law,  and  overall  compensation 
as  they  move  from  facility  to  facility,  and 

Multi-state  employers  may  have  to  comply  with  vastly  different  administrative 
systems  in  different  states,  thereby  substantially  raising  the  cost  to  a  company 
of  managing  a  plan  nationwide. 


A  federal  framework  for  universal  coverage  and  benefits  is  necessary  to  ensure  broad 
equity  for  individuals,  maintain  a  smooth  flow  of  health  care  services  and  financing  across 
state  lines,  and  enable  employees  of  multi-state  companies  to  have  consistent  benefits 
company-wide. 

At  the  same  time,  states  should  be  involved  in  the  parts  of  health  care  that  are 
inherently  local,  such  as:   overseeing  health  care  providers  and  service  delivery,  certifying 
health  plans  that  market  to  private  individuals  or  firms  within  the  state,  overseeing  the 
operations  of  cooperative  or  commercial  health  pools,  protecting  consumers,  and  delivering 
public  health  services. 


Proposed  Federal  Responsibilities 

The  Coalition  believes  a  federal  framework  containing  the  following  elements  would 
provide  the  necessary  consistency  and  equity  in  the  system: 

Benefit  Standards:  any  requirement  to  provide  or  incorporate  in  a  health  plan 
specific  benefits  should  be  uniform  nationwide,  and  should  preempt  existing  and 
future  state  benefit  mandates. 

Employer  Responsibilities:   any  requirement  for  employers  to  offer  health  plans  or 
finance  a  portion  of  health  plan  costs,  or  for  individuals  to  purchase  coverage;  and 
any  associated  definitions  of  employer,  covered  employee,  and  covered  individual 
should  be  uniform  nationwide  to  ensure  equitable  coverage. 
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Cost  Control:   the  strategy  to  improve  the  functioning  of  the  health  care  market  to 
slow  the  growth  in  health  care  costs  should  be  applied  nationwide  to  ensure  consistent 
incentives  from  state  to  state  and  avoid  merely  shifting  health  care  costs  and  resources 
across  state  lines. 

Financing:   societal  costs  for  medical  education,  medical  research,  and  other  aspects 
of  health  care  whose  benefits  transcend  state  lines  should  be  financed  equitably 
nationwide  to  avoid  burdening  states  that  house  a  large  portion  of  these  resources. 

Individual  Protections:  private  rights  of  action  and  other  protections  and  grievance 
procedures  for  health  care  problems  should  apply  uniformly  regardless  of  state  —  as 
private  rights  of  action  for  health  benefits  now  do  under  ERISA. 

Teclinology  Assessment:   the  judgement  of  when  new  treatments  are  deemed  safe  and 
effective  should  be  a  national  determination  to  ensure  that  individuals  have  equal 
access  to  treatment  regardless  of  state; 

Data  Collection:   any  standards,  forms,  or  procedures  for  data  collection,  clinical 
information  systems,  and  electronic  claims  submission  should  be  uniform  nationwide 
to  ensure  data  compatibility,  minimal  redundancy  and  complexity,  and  ease  of 
comparison  of  costs  and  quality  nationwide. 

Medicare:   benefits,  financing  and  administration  of  Medicare  should  remain  federal 
and  consistent  with  federal  standards  for  the  private  sector  to  avoid  variations  in 
coverage  for  retirees  or  cost  shifting  to  private  employers. 

Proposed  State  Responsibilities 

States  have  broad  experience  working  with  health  practitioners,  facilities,  and 
insurers,  and  should  administer  certification  and  licensing  procedures  and  enforce  standards 
for  the  state-based  providers,  insurers,  and  publicly-marketed  health  plans.    For  this  reason, 
the  Coalition  believes  that  state  responsibilities  should  include: 

Health  Plan  Certification:  current  state  responsibilities  for  certifying  publicly- 
marketed  health  plans  should  be  expanded  through  health  care  reform,  subject  to  new 
federal  standards  for  coverage,  reserves,  rating,  nondiscrimination,  and  dissemination 
of  plan  information.   Self-insured  plans  should  remain  subject  to  federal  certification. 

Purchasing  Group  Certification:   states  should  additionally  certify  and  oversee  the 
operations  of  purchasing  groups,  HPPCs,  or  Alliances,  subject  to  federal  standards 
for  these  groups.   State  authority  should  extend  to  the  determination  of  geographic 
areas  of  coverage. 

Health  Care  Delivery:   states  should  continue  to  license  providers  and  run  public 
clinics  and  hospitals. 
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Consumer  Protection:   states  should  continue  to  have  responsibility  for  protecting 
consumers  from  fraud  in  marketing  and  defective  services,  including  protecting  them 
from  substandard  publicly-marketed  health  plans. 

Medical  Malpractice:   states  should  be  able  to  institute  stricter  malpractice  reforms 
than  the  minimum  standards  set  by  the  federal  government. 

Medicaid:   given  uniform  federal  eligibility  standards  for  acute  care  -  adequately 
funded  by  the  federal  government  ~  states  should  have  greater  flexibility  to 
experiment  with  increasing  access  to  care  and  actively  purchasing  care  for  enroUees. 

Long-term  Care:   to  the  extent  that  the  federal  government  funds  acute  care  for  the 
poor,  states  should  have  the  flexibility  to  fund  and  regulate  need-based  long-term  care 
services. 


FINANCING 

Several  bills,  including  the  President's  and  Congressman  Cooper's,  utilize  large 
purchasing  pools  (regional  alliances  or  HPPCs)  to  spread  the  risk  of  more  costly  populations 
~  e.g.,  Medicaid,  early  retirees  -  among  a  broad  group  of  people.   Through  broad  pooling 
and  community-rated  premiums,  both  of  these  proposals  bury  the  financing  of  Medicaid's 
underfunding  in  employer  and  individual  premiums.   The  coalition  believes  that  these  cross- 
subsidies  should  be  explicit  and  financed  through  broad-based  revenues  rather  than  hidden  in 
community-rated  premiums  or  financed  by  employers  already  providing  coverage.   Medicaid 
underfunding  should  be  corrected  with  additional  federal  revenues.    At  the  same  time, 
subsidies  should  be  targeted  to  areas  of  substantial  need. 


POSITION  ON  THE  MANAGED  COMPETITION  ACT  OF  1993 

The  Corporate  Health  Care  Coalition  finds  features  we  like  and  features  we  do  not 
like  in  all  major  reform  bills.   We  have  not  supported  any  single  piece  of  legislation  at  this 
time,  but  are  focusing,  instead,  on  the  issues  we  have  articulated  above  that  are  important  to 
us.   We  do  want  to  see  comprehensive  health  care  reform  enacted  this  year  and  therefore  are 
here  to  work  cooperatively  with  all  parties  to  help  fashion  a  health  care  reform  bill  we  can 
support. 

Since  this  hearing  is  on  the  Cooper-Grandy  bill  (H.R.  3222),  I  would  like  to  take  a 
few  moments  to  discuss  our  thinking  on  that  bill.   The  Coalition  applauds  Mr.  Cooper,  Mr. 
Grandy,  and  the  other  sponsors  of  the  House  bill  and  its  Senate  companion  ~  the  Breaux- 
Durenberger  bill  (S.  1579)  -  on  their  efforts  to  construct  a  moderate  bill  with  bipartisan 
support. 

We  believe  the  Cooper  bill  headed  generally  in  the  right  direction  but,  unfortunately, 
incorporated  a  number  of  provisions  that  we  strongly  oppose.    On  the  other  hand,  in 
comparison  to  the  President's  Health  Security  Act  proposal,  we  view  a  number  of  the  Cooper 


83-724    0-94-7 


190 


bill  provisions  positively.   Most  importantly,  it  relies  more  heavily  on  a  competitive 
marketplace  to  manage  costs  and  improve  quality.   While  the  President  would  constrain  costs 
by  imposing  premium  caps  to  meet  a  federally  determined  national  health  care  budget,  Mr. 
Cooper  would  hold  down  costs  through  price  competition  among  insurers  and  health  care 
providers,  which  realigned  market  incentives  would  foster.    Although  we  are  not  convinced 
that  Mr.  Cooper's  mandatory  health  plan  purchasing  cooperatives  (HPPCs)  are  necessary, 
they  have  the  advantage  of  being  smaller  and  less  dominant  than  the  President's  regional 
health  alliances,  and  thus  allowing  for  a  more  dynamic  health  care  market  than  under  the 
Administration's  proposal. 

We  applaud  Mr.  Cooper's  commitment  to  a  national,  but  not  nationalized,  system  and 
believe  he  has  at  least  attempted  to  go  further  in  this  regard  than  any  of  the  other  major  bills. 
The  reliance  by  the  three  major  managed  competition  bills  ~  Mr.  Cooper's,  Mr.  Thomas, 
and  the  President's  -  on  managed  care,  individual  cost-sharing,  and  administrative 
simplification  to  reform  health  care  delivery  is  very  good. 

The  Coalition  has  some  concerns  about  the  Cooper  bill,  however.   First,  by  raising 
64  percent  of  its  funding  for  expanded  health  insurance  coverage  from  an  excise  tax  on 
employers'  excess  health  expenses  (i.e.,  the  tax  cap  on  the  employer  deduction),  the  Cooper 
bill  would  effectively  tax  businesses  with  health  benefits  to  subsidize  the  employees  of 
businesses  without.    Employers  already  paying  once  for  the  uninsured  through  cost  shifting 
would  be  twice  penalized.   Mr.  Cooper  contends  that  the  tax  on  employer  contributions 
would  make  consumers  more  price  sensitive  purchasers  of  insurance.    However,  we  question 
the  logic  of  taxing  employers  to  make  employees  more  cost-conscious.    A  limit  on  the 
exclusion  of  health  benefits  from  an  employee's  taxable  income  would  better  achieve  the 
desired  effect  of  promoting  cost-effective  health  care  choices  by  employees.    Additionally  it 
seems  wrong  to  rely  on  an  employer-based  system  and  then  punish  the  employers  who  are 
providing  benefits. 

Second,  the  Coalition  is  concerned  that  the  aggressive  insurance  market  reform  in  the 
Cooper  bill,  without  an  employer  or  individual  mandate,  might  actually  increase  the  number 
of  uninsured  people.    Under  Mr.  Cooper's  proposal,  many  low-risk  employers  and 
individuals  currently  paying  low  experience-rated  premiums  would  be  forced  to  purchase 
coverage  through  the  HPPCs  along  with  Medicaid  beneficiaries  and  high-risk  individuals  and 
pay  higher  community  rates  or  else  drop  coverage  altogether.   These  rate  hikes  will  induce 
some  relatively  healthy  people  who  are  now  insured  to  drop  their  coverage,  raising  premiums 
for  those  remaining,  forcing  more  people  to  drop  coverage,  and  leading,  quite  possibly,  to 
what  insurers  call  a  "premium  death  spiral".   We  believe  that  aggressive  insurance  market 
reform  cannot  be  sustained  without  compulsory  participation  in  some  form. 

Third,  the  Coalition  is  concerned  that  the  Cooper  bill  would  give  HPPCs  the  authority 
to  assess  self-insured  plans  to  finance  HPPC  shortfalls.   Since  HPPCs  are  creatures  of  state 
government,  this  assessment  or  tax  authority  would  violate  ERISA's  preemption  of  state  laws 
taxing  or  regulating  employee  benefit  plans. 
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CONCLUSION 

The  Corporate  Health  Care  Coalition  supports  a  centrist  approach  on  health  care 
reform  that  would  combine  elements  of  the  President's  proposal,  the  Cooper-Grandy  bill  and 
the  Chafee-Thomas  bill. 

Reform  should  build  on  the  strength  of  employers  and  an  employer-based  system  to 
manage  health  care  costs.   We  believe  if  the  aggressive  purchasing  demonstrated  by 
large  employers  today  is  extended  to  other  purchasers  in  the  system,  the  rate  of 
growth  in  health  care  costs  will  begin  to  slow  noticeably. 

Large  employers  should  continue  to  operate  their  own  health  plans  and  be  able  to 
realize  savings  from  plan  management  and  wellness  efforts.   They  should  also  have 
the  ability  to  join  forces  with  other  large  employers  to  purchase  health  care  for  their 
employees.    It  would  be  disruptive  and  unnecessary  to  change  those  parts  of  the 
system  that  now  work  well. 

Small  employers  and  individuals  should  have  the  ability  to  join  purchasing  groups  that 
would  purchase  care  in  much  the  same  way  as  large  employers  do  today. 

Given  a  properly  functioning  employer-based  system,  all  employers  and  individuals 
should  be  required  to  contribute  some  portion  of  the  health  care  premiums  for  their 
employees. 

Insurance  market  reform  should  pool  risk  and  prevent  risk  selection  by  insurers  to 
enable  small  groups  and  individuals  to  purchase  health  insurance  at  the  same  costs  as 
large  employers. 

Clear  federal  guidelines,  preempting  applicable  state  laws,   should  ensure  the 
availability  and  continuity  of  health  care  across  state  lines,  and  the  ability  of  multi- 
state  health  plans  to  provide  continuous  benefits  nationwide  -  as  they  now  can  under 
ERISA. 

Subsidies  for  low-income  individuals  and  low-wage,  small  firms  should  be  targeted  to 
those  in  greatest  need  and  financed  overtly  through  broad-based  taxes,  rather  than 
buried  in  cross-subsidies  in  large  alliances  or  HPPCs  and  community-rated  premiums. 

Thank  you  for  the  opportunity  to  present  our  views  to  the  Committee.   We  have  been 
providing  more  detailed  proposals  on  various  aspects  of  our  position  for  congressional  staff 
in  response  to  questions  they  have  raised,  and  would  be  pleased  to  discuss  these  issues  with 
you  and  your  staff  at  greater  length. 
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Mr.  Martinez.  Thank  you,  Mr.  Tarre. 

Mr.  Reiker. 

Mr.  Reiker.  Thank  you.  I  appreciate  the  opportunity  to  testify 
today. 

I  am  vice  president  of  benefits  for  General  Mills  Restaurants,  op- 
erating health  plans  for  full  and  part-time  employees  in  49  States 
and  Canada.  Perhaps  more  to  the  point  today  though,  I  am  serving 
my  fifth  term  as  chairman  of  the  Central  Florida  Health  Care  Coa- 
lition and  have  recently  been  elected  as  chairman  of  one  of  Flor- 
ida's CHPA's,  perhaps  the  closest  thing  actually  in  implementation 
to  the  Cooper  bill,  and  I  will  be  commenting  on  the  successes  of 
some  of  these  organizations. 

My  testimony  is  going  to  cover  three  areas:  First,  basic  param- 
eters that  we  think  are  going  to  be  necessary  in  any  successful 
health  care  reform;  secondly,  specific  results  of  successful  coalitions 
and  purchasing  alliance  activity;  and  lastly,  comment  on  our  strong 
support  of  the  Cooper-Grandy  bill,  managed  competition  bill,  as  a 
starting  point  for  health  care  reform. 

General  Mills'  hands-on  health  care  reform  experience  in  Min- 
nesota and  Florida  have  led  us  to  strong  opinions  about  what  actu- 
ally works  and  won't  work,  and  I  will  be  discussing  these  strategies 
and  tactics  in  a  minute,  but  first  let  me  state  some  parameters. 

We  do  agree  with  President  Clinton  that  all  Americans  should  be 
able  to  get  affordable,  high-quality  health  care  that  can  never  be 
taken  away.  We  agree  that  no  one  should  be  denied  coverage  be- 
cause of  a  preexisting  condition.  No  one  should,  lose  coverage  be- 
cause he  or  she  becomes  sick,  changes  jobs,  or  gets  divorced.  We 
also  agree  that  persons  with  low  and  moderate  incomes  should  re- 
ceive government  assistance  so  that  they  will  not  be  denied  cov- 
erage because  they  can't  afford  it. 

All  of  the  wrenching  examples  of  personal  hardship  that  the 
President  cited  in  his  State  of  the  Union  Address  can  and  should 
be  taken  care  of  by  relatively  simple  insurance  market  reforms. 

Further,  though,  we  believe  that  the  managed  competition  ap- 
proach is  the  best  way  to  contain  costs  and  improve  health  care 
quality. 

One  of  the  most  pervasive  criticisms  of  managed  competition  is 
that  it  is  an  untested  theory.  On  the  contrary,  our  experience  has 
convinced  us  that  the  cooperative  purchasing  of  health  care  based 
on  demonstrated  cost  quality  and  patient  satisfaction  has  proven 
consistently  to  deliver  the  best  health  care  at  the  lowest  possible 
price. 

In  1984,  General  Mills  Restaurants  helped  found  the  Central 
Florida  Health  Care  Coalition.  The  coalition  is  a  nonprofit  organi- 
zation comprised  of  over  85  employers  and  providers  in  the  Greater 
Orlando  Area  representing  over  300,000  covered  employees  and  de- 
pendents. In  1990,  our  coalition  joined  with  three  other  Florida  coa- 
litions to  form  the  Employers  Purchasing  Alliance,  a  consumer-de- 
signed and  information-driven  cooperative  which  purchases  man- 
aged care  on  the  basis  of  demonstrated  outcomes.  To  be  included 
in  the  alliance  programs,  local  hospitals  and  physicians  must  agree 
to  collect  and  report  detailed  clinically-based  severity-adjusted  out- 
comes data.  Hospital  staff  and  physicians  meet  regularly  with  em- 
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ployers  to  review  progress  on  improving  appropriateness,  effective- 
ness, and  efficiency  of  health  care  delivery. 

Just  to  summarize  real  quickly  the  results  we  have  seen  over  the 
last  three  years,  community-wide  hospital  costs  have  actually  fall- 
en in  each  of  the  last  two  years.  In  fact,  average  charges  have 
dropped  more  than  10  percent  in  the  community.  Ancillary  utiliza- 
tion rates  have  fallen  20  to  40  percent.  Cesarean  section  rates  have 
dropped  from  34  down  to  20  percent.  Perhaps  more  significant  are 
the  changes  in  the  marketplace.  Physician  referral  patterns  now 
are  based  on  demonstrated  outcomes.  A  primary  care  physician  in 
many  circumstances  are  only  referring  upon  seeing  positive  statis- 
tical results,  positive  outcomes. 

Secondly,  physicians  with  the  best  batting  averages  are  seeing 
reductions  of  up  to  25  percent  on  malpractice  premiums,  and  many 
employers,  including  General  Mills  Restaurants,  are  now  entering 
their  third  year  with  no  premium  increase. 

It  is  important  to  note  that  these  results  are  community  wide, 
not  just  for  coalition  or  alliance  members,  and  that  all  of  this  was 
accomplished  with  no  government  intervention  and  at  absolutely 
no  taxpayer  expense.  On  the  contrary,  these  initiatives  are  reduc- 
ing public  burdens.  In  fact,  the  Orange  County  School  Board,  one 
of  our  members,  for  example,  reports  that  cost  savings  from  this 
initiative  have  resulted  in  the  saving  of  20  teachers'  jobs  last  year. 

The  alliance  has  now  expanded  to  include  several  coalitions  out- 
side the  State  of  Florida  and  actually  has  managed  care  programs 
operating  and  serving  members  and  members'  employees  in  43 
States,  which  brings  us  to  the  health  care  reform  in  Florida. 

Last  year,  the  Florida  legislature  passed  a  comprehensive  health 
care  reform  plan  creating  11  community  health  purchasing  alli- 
ances. These  local  CHPA's,  as  they  are  called,  pool  the  buying 
power  of  small  business  and  government  to  obtain  high-quality 
health  care  plans  at  the  best  price.  They  are  governed  by  local  17- 
member  boards  who  represent  the  various  interests  of  consumers, 
small  business,  and  large  businesses.  Community-based  volume 
purchasing  is  at  the  center  of  health  care  reform  in  Florida. 

To  ease  consumer  comparison,  Florida  has  defined  a  basic  and 
standard  benefit  package.  Small  employer  policies  can  be  sold  in- 
side or  outside  the  voluntary  CHPA,  but  regulations  require  guar- 
anteed issue  policies  with  modified  community  ratings  and  limited 
preexisting  condition  exclusions.  If  a  small  employer  purchases 
through  the  CHPA,  they  must  offer  a  choice  of  plans  to  their  em- 
ployees with  any  price  differences  being  borne  by  the  employee. 

In  December,  we  sent  out  requests  for  proposals  to  all  account- 
able health  plans  who  had  expressed  interest.  We  hope  to  get  five 
or  10  companies  bidding  on  the  business.  In  fact,  we  had  32  ac- 
countable health  plans  bid  with  a  total  of  over  300  plans.  For  pur- 
poses of  comparison,  all  plans  were  asked  to  calculate  the  monthly 
premiums  for  two  sample  companies.  On  average,  those  that  re- 
ported premiums  for  1993  and  1994  showed  a  rate  reduction  of  17 
percent,  and  again  that  is  with  guaranteed  issue  and  modified  com- 
munity rating. 

So  far,  most  of  the  small-  to  mid-sized  employers  who  have  re- 
quested bids  through  the  CHPA  on  existing  businesses  have  found 
lower  premiums  for  better  coverage.  On  average,  our  CHPA  has 
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been  able  to  quote  monthly  savings  of  over  $650  to  employers  on 
plans  with  lower  deductibles  and  more  comprehensive  coverage; 
perhaps  most  significant,  though,  the  convenience,  peace  of  mind, 
and  competitive  pressure  that  comes  to  bear  when  an  employer  at 
one  sitting  can  select  from  over  300  plans  offered  by  30  companies. 

In  his  health  care  address  to  the  Nation,  President  Clinton  relat- 
ed the  tragic  story  of  a  small  employer  in  Brevard  County  who  was 
forced  to  lay  off  his  parents  because  he  couldn't  afford  to  cover 
them  under  his  company  health  plan.  Yesterday  afternoon  we  were 
given  the  opportunity  to  see  if  the  CHPA  could  help  this  employer. 
Brevard  is  one  of  our  counties.  The  employer  currently  offers  a 
basic  hospital-only  plan  with  no  doctor's  care  or  maternity  benefits 
and  with  $1,000  aeauctible.  Due  to  the  purchasing  power  of  this  al- 
liance, this  employer  would  be  able  to  provide  a  much  more  com- 
prehensive plan  with  a  deductible  of  only  $500,  half  the  amount, 
and  still  recognize  premium  savings  of  32  percent,  and  remember, 
these  policies  are  guaranteed  issue  regardless  of  medical  history 
and  can't  be  taken  away. 

Lesson  learned.  In  summary,  we  have  learned  several  key  prin- 
ciples in  terms  of  implementing  health  care  reform.  Number  one, 
managed  competition  can  and  has  worked.  Number  two,  if  compari- 
sons of  costs  and  quality  are  made  easily  available  and  simple  to 
understand,  consumers  can  and  will  make  intelligent  buying  deci- 
sions. Thirdly,  if  providers  are  held  accountable  with  credible  qual- 
ity data,  can  and  will  make  significant  improvements  in  both  costs 
and  outcomes;  and  finally,  voluntary  alliances  can  expand  access  by 
making  health  insurance  available  and  affordable  to  small  busi- 
ness. 

As  more  and  more  people  begin  to  understand  the  full  implica- 
tions of  the  various  reform  proposals  on  their  own  families  and 
businesses,  the  potential  for  divisiveness  will  rise.  The  cardinal 
tenet  of  physicians  for  many  centuries  has  been,  "First  do  no 
harm,"  Let  many  say  that  reform  is  underway  in  many  places  and 
working  in  communities,  and  I  would  encourage  that  reform  take 
that  into  account. 

Let  me  conclude  where  I  began.  We  believe  that  every  American 
should  be  able  to  get  affordable,  high-quality  health  care  that  can 
never  be  taken  away.  Achieving  this,  though,  does  not  require  high- 
ly regulatorv  mandate-oriented,  government-controlled  programs.  It 
is  neither  the  best  approach  nor  the  only  approach.  H.R.  3222  is, 
in  our  opinion,  a  far  better  model  for  reform.  The  Cooper-Grandy 
bill  neither  creates  nor  relies  on  government  regulatory  mecha- 
nisms to  dictate  health  care  delivery  or  contain  costs.  It  would  re- 
store responsibility  and  reestablish  competition  on  the  costs  and 
value  of  care  consumed,  with  equitable  subsidies  for  persons  who 
could  not  otherwise  afford  coverage.  The  Cooper  bill  would  make 
high  quality  health  care  available  and  affordable  for  every  Amer- 
ican. 

We  believe  the  Cooper-Grandy  bill  is  the  starting  point  upon 
which  to  build  a  workable  bipartisan  solution  to  health  care  reform. 

[The  prepared  statement  of  Mr.  Reiker  follows:] 
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Testimony  Of  Jon  R.  Reiker 

Vice-President,  Benefits,  General  Mills  Restaurants,  Inc. 

House  Education  &  Labor  Comnnittee,  March  3,  1994 


INTRODUCTION 

I  appreciate  the  opportunity  to  testify  today.  My  testimony  will  cover  three 
subjects.  The  first  is  General  Mills'  successful  experience  using  market  forces  and 
incentives  to  control  health  care  costs  in  our  company  and  in  our  communities. 
Second,  I  will  cover  the  fundamental  principles  of  health  care  reform  derived  from  our 
experience  in  various  private-sector  coalitions  and  purchasing  alliances.  Third,  I'll 
comment  on  our  strong  support  for  the  Cooper-Grandy  bill  as  the  starting  point  for 
health  care  reform.  This  bill  relies  on  the  same  market  forces  and  incentives  that  have 
proved  so  successful  in  our  own  experience. 

GENERAL  MILLS'  EXPERIENCE 

With  more  than  126,000  employees,  General  Mills  is  one  of  the  25  largest 
employers  in  the  United  States.  Unlike  many  major  U.S.  corporations,  employment  at 
General  Mills  is  growing  sharply.    We  added  19,000  new  jobs  in  the  past  year  alone 
and  more  than  60,000  new  jobs  since  1988.  Our  restaurant  operations  employ  over 
105,000  workers  in  49  states  and  Canada. 

As  a  result  of  innovative  health  benefit  design  and  aggressive  cost  management, 
health  care  costs  at  General  Mills  are  currently  5.6%  of  payroll  in  our  consumer  foods 
business  and  4.3%  of  payroll  in  our  restaurant  business.  Our  per  capita  health 
expense  grew  only  1.6%  from  1991  to  1992  and  actually  fell  from  1992  to  1993. 

PRINCIPLES  OF  HEALTH  CARE  REFORM 

Our  "hands-on"  health  care  reform  experience  in  Minnesota  and  Florida  has  led 
us  to  have  strong  opinions  about  what  actually  works  and  what  won't.  These 
experience-based  principles  of  health  care  reform  are  outlined  below. 

1.  We  agree  with  President  Clinton  that  all  Americans  should  be  able  to  get 
affordable  high-quality  health  care  that  can  never  be  taken  away. 

2.  We  agree  that  no  one  should  be  denied  coverage  because  of  a  pre-existing 
condition.  No  one  should  lose  coverage  because  he  or  she  becomes  sick, 
changes  jobs  or  gets  divorced. 
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3.  We  agree  that  persons  with  low  and  moderate  incomes  should  receive 
government  assistance  so  that  they  will  not  be  denied  coverage  because 
they  can't  afford  it. 

All  the  wrenching  examples  of  personal  hardship  that  the  President  cited  in  his 
State  of  the  Union  address  can  and  should  be  taken  care  of  by  relatively  simple 
insurance  market  reforms. 

THE  POWER  OF  MANAGED  COMPETITION 

One  of  the  most  pervasive  criticisms  of  managed  competition  is  that  it  is  an 
untested  theory.  On  the  contrary,  our  experience  has  convinced  us  that  the 
cooperative  purchasing  of  health  care  based  on  demonstrated  cost,  quality,  and  patient 
satisfaction  has  been  proven  consistently  to  deliver  the  best  health  care  at  the  lowest 
possible  price. 

In  1984,  General  Mills  Restaurants  helped  found  the  Central  Florida  Health  Care 
Coalition.  The  Coalition  is  a  non-profit  organization  comprised  of  over  85  employers 
and  providers  in  the  greater  Orlando  area,  representing  over  300,000  covered 
employees  and  dependents.  In  1990,  our  coalition  joined  with  three  other  Florida 
coalitions  to  form  the  Employers  Purchasing  Alliance,  a  consumer-designed  and 
information-driven  cooperative  which  purchases  managed  care  on  the  basis  of 
demonstrated  outcomes.  To  be  included  in  the  Alliance's  programs,  local  hospitals 
must  agree  to  collect  and  report  detailed,  clinically-based,  severity-adjusted  outcomes 
data.  Hospital  staff  and  physicians  meet  regularly  with  employers  to  review  progress 
on  improving  the  appropriateness,  effectiveness,  and  efficiency  of  health  care  delivery. 

To  date,  in  Central  Florida,  our  accomplishments  have  included: 

1.  Community-wide  hospital  costs  have  actually  fallen  in  each  of  the  past  two 
years. 

2.  One  major  hospital  group  has  moved  from  an  annual  $12  million  loss  on 
Medicare  to  profitability,  while  improving  outcomes. 

3.  Average  hospital  charges  have  dropped  more  than  10%. 

4.  C-section  rates  have  dropped  from  34%  to  under  20%. 

5.  Ancillary  utilization  rates  have  fallen  20-40%. 

6.  Significant  improvements  in  all  mortality  and  complication  rates. 

7.  Physician  referrals  are  now  based  on  demonstrated  outcomes. 

8.  Physicians  with  the  best  "batting  averages"  have  seen  reductions  of  up  to 
25%  on  malpractice  premiums. 

9.  Many  employers,  including  General  Mills  Restaurants,  are  entering  their 
third  year  with  no  premium  increase. 
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It  is  important  to  note  that : 

1 .  These  results  are  community-wide,  not  just  for  coalition  or  Alliance 
members. 

2.  All  of  this  was  accomplished  with  no  government  intervention  and  at 
absolutely  no  taxpaver  expense.  On  the  contrary,  these  initiatives  are 
reducing  public  burdens.  The  Orange  County  School  Board,  for  example, 
reports  that  cost  savings  from  this  initiative  resulted  in  the  saving  of  20 
teachers'  jobs. 

The  Alliance  has  now  expanded  to  include  several  coalitions  outside  the  state  of 
Florida,  and  actually  has  managed  care  programs  serving  members'  employees  in  43 
states. 

HEALTH  CARE  REFORM  IN  FLORIDA 

Last  year,  the  Florida  legislature  passed  a  comprehensive  health  care  reform 
plan,  creating  11  regional  Community  Health  Purchasing  Alliances.  These  local 
CHPAs,  as  they  are  called,  pool  the  buying  power  of  small  business  and  government  to 
obtain  high  quality  health  care  plans  at  the  best  price.  They  are  governed  by  local 
17-member  boards  which  represent  the  various  interests  of  consumers,  small  business, 
and  large  business.  Community-based  volume  purchasing  is  at  the  center  of  health 
care  reform  in  Florida. 

To  ease  consumer  comparison,  Florida  has  defined  a  basic  and  standard  benefit 
package.  Small  employer  policies  can  be  sold  "inside"  or  "outside"  the  voluntary  CHPA, 
but  regulations  required  guaranteed-issue  policies  with  modified  community  rates,  and 
limited  pre-existing  condition  exclusions.  If  a  small  employer  purchases  through  the 
CHPA,  they  must  offer  a  choice  of  plans  to  their  employees,  with  any  differences  in 
price  borne  by  the  employee. 

In  December,  Requests  for  Proposal  were  sent  out  to  all  Accountable  Health 
Plans  who  had  expressed  interest  in  bidding  on  the  Alliance  business.  In  the  Central 
Florida  area,  a  total  of  32  health  plans  responded.  For  purposes  of  comparison,  all 
plans  were  asked  to  calculate  the  monthly  premiums  for  the  standard  benefit  plan  for 
two  small  employers  who  had  requested  information.  AHP  premiums  ranged  from 
$258  to  $667  for  Employer  #  1  and  $1 180  to  $2729  for  Employer  #2.  On  average,  for 
those  Health  Plans  who  reported  premiums  for  both  1994  and  1993,  premiums  fell 
17%. 

So  far,  most  small  employers  who  have  requested  bids  through  our  CHPA  on 
existing  business  have  found  lower  premiums  for  better  coverage.  On  average,  our 
CHPA  has  been  able  to  quote  monthly  savings  of  over  $650,  on  plans  with  lower 
deductibles  and  better  coverage.  Perhaps  more  significant,  though,  is  the 
convenience,  peace-of-mind,  and  competitive  pressure  that  comes  from  being  able  to 
select,  at  one  sitting,  from  over  300  plans  offered  by  more  than  30  companies. 
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In  his  health  care  address  to  the  nation,  President  Clinton  relayed  the  tragic  story 
of  a  small  employer  in  Brevard  County  who  was  forced  to  lay  off  his  parents  because 
he  couldn't  afford  to  cover  them  under  his  company  health  insurance  plan.  Yesterday 
afternoon,  we  were  given  the  opportunity  to  see  if  the  CHPA  could  help  him.  This 
employer  currently  offers  a  basic  hospital  only  plan,  with  no  doctors  care  or  maternity 
coverage,  and  with  a  $1000  deductible.  Through  the  CHPA,  he  would  be  able  to 
provide  a  much  more  comprehensive  plan,  with  a  deductible  of  only  $500,  and  still 
recognize  premium  savings  of  32%.  And  remember,  these  policies  are 
guaranteed-issue,  regardless  of  medical  history,  and  cannot  be  taken  away. 

LESSONS  LEARNED 

In  summary,  we  have  learned  several  key  principles  for  health  reform: 

1.  Managed  competition  can  and  has  worked. 

2.  If  comparisons  of  cost  and  quality  are  made  easily  available  and  simple  to 
understand,  consumers  will  make  intelligent  buying  decisions. 

3.  Providers,  if  held  accountable,  can  and  will  significantly  improve  both  cost 
and  quality  of  care. 

4.  Voluntary  alliances  can  expand  access  by  making  health  insurance 
available  and  affordable  to  small  business. 

COOPER/GRANDY  SUPPORT 

As  more  and  more  people  begin  to  understand  the  full  implications  of  various 
reform  proposals  on  their  own  families  and  businesses,  the  potential  for  divisiveness 
will  rise.  The  cardinal  tenet  of  physicians  for  many  centuries  has  been  "First,  do  no 
harm."    Reform  is  under  way  and  working  in  communities  across  this  county. 

Let  me  conclude  where  I  began:  Every  American  should  be  able  to  get 
affordable,  high-quality  health  care  that  can  never  be  taken  away.  Achieving  this  does 
not  require  a  highly  regulatory,  mandate-oriented,  government-  controlled  program.  It 
is  neither  the  best  approach,  nor  the  only  approach. 

H.R.  3222  in  our  opinion,  is  a  far  better  model  for  reform.  The  Cooper-Grandy  bill 
neither  creates  nor  relies  upon  government  regulatory  mechanisms  to  dictate  health 
care  delivery  or  constrain  costs.  It  would  restore  responsibility  and  reestablish 
competition  on  the  cost  and  value  of  care  consumed.    With  equitable  subsidies  for 
persons  who  could  not  otherwise  afford  coverage,  the  Cooper  bill  would  make 
high-quality  health  care  available  and  affordable  for  every  American. 

The  Cooper-Grandy  bill  is  the  starting  point  upon  which  to  build  a  workable, 
bi-partisan  solution  to  the  health  care  problem. 
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Mr.  Martinez.  Thank  you,  Mr.  Reiker. 

Mr.  Kendall. 

Mr.  Kendall.  Thank  you,  Mr.  Chairman.  I  appreciate  this  oppor- 
tunity to  testify  on  health  care  reform. 

My  name  is  Dave  Kendall,  representing  the  Progressive  Policy 
Institute,  which  is  associated  with  the  Democratic  Leadership 
Council. 

I  guess  listening  to  this  panel  and  many  others  just  like  it,  it  is 
very  hard  to  imagine  how  from  all  these  diverse  opinions  you  are 
going  to  come  up  with  a  bill  that  is  going  to  pass  Congress,  and 
I  don't  want  to  make  your  job  any  easier,  so  I  really  wish  you  the 
best  of  luck  in  this  effort. 

The  Progressive  Policy  Institute  has  supported  managed  competi- 
tion since  1993  when  it  came  out  for  a  health  plan  in  "Mandate  for 
Change,"  which  was  published  just  as  President  Clinton  took  office. 

We  believe  that  the  Cooper-Breaux  approach  in  this  Congress 
comes  closest  to  this  vision  of  managed  competition.  The  Cooper- 
Breaux  plan  has  much  in  common  with  the  President's  plan.  Both 
plans  rely  on  a  new  competitive  structure,  purchasing  groups  to 
pull  the  buying  power  of  consumers,  new  rules  for  the  insurance 
industry  to  stop  the  cherry-picking  and  the  discriminatory  package, 
and  the  standard  benefits  package,  consumer  information  on  costs 
and  quality,  and  tort  reform,  and  we  are  happy  that  the  President 
has  opened  the  window  for  a  fundamental  change  in  the  market- 
place. 

In  several  key  respects,  however,  we  think  his  own  solution  is  a 
top-down  approach  reljdng  on  government  price  controls  and  global 
budgets  rather  than  a  bottom-up  strategy  using  consumer  choice 
and  competition. 

We  strongly  support  the  goal  of  universal  coverage,  but  the  re- 
sponsible path  to  universal  coverage  comes  only  after,  not  before, 
controlling  costs.  A  mandate  that  all  Americans  receive  comprehen- 
sive benefits  will  greatly  increase  the  demand  for  health  care  serv- 
ices and  drive  up  costs. 

What  the  administration  has  done  to  solve  the  surge  in  demand 
is  proposing  a  global  budget  with  price  controls,  which  we  believe 
will  fail.  CBO  got  to  the  heart  of  this  problem  when  it  issued  the 
warning  that  the  President's  proposed  premium  caps  are  likely  to 
create  immense  pressure  and  considerable  tension.  In  practical 
terms,  what  this  means  is  essentially  putting  the  government  at 
odds  with  patients  and  their  care.  The  likely  result  will  be  that  the 
spending  will  increase  beyond  the  caps  amounts. 

The  administration  claim  that  these  caps  are  just  a  backup  to 
competition  has  been  rejected  by  the  CBO.  In  fact,  CBO  says  the 
premiums  in  the  President's  bill,  not  competition,  will  hold  down 
national  health  care  spending. 

What  a  global  budget  means  is  that  the  government,  not  consum- 
ers, will  control  the  level  of  spending.  The  government  can  only 
make  an  arbitrary  decision  about  how  much  spending  is  the  proper 
amount  for  health  care.  As  a  result.  Congress  would  have  to  use 
public  opinion  to  gauge  at  what  level  to  set  health  care  spending. 

Health  care  providers  faced  with  this  dilemma  of  declining  in- 
come and  patients  denied  care  or  forced  to  wait  in  line  for  it  would 
find  the  caps  an  easy  target  around  which  to  demand  increases. 
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This  situation  would  put  Members  of  Congress  in  either  the  posi- 
tion of  defending  the  caps  as  necessary  fiscal  restraints  or,  more 
likely,  succumbing  to  the  pressure  that  they  should  increase  them. 

What  is  the  alternative?  We  have  to  level  the  playing  field  on 
which  consumers  choose  health  plans.  Today,  workers  receive  an 
unlimited  tax  break  for  the  premiums  paid  by  employers.  This  tax 
policy  encourages  employers  to  increase  workers  health  benefits 
rather  than  their  wages.  Under  the  Cooper-Breaux  plan,  health 
plans  that  charge  higher  premiums  would  no  longer  receive  favor- 
able tax  treatment.  The  tax  deduction  for  businesses  would  be 
capped  at  the  cost  of  the  least  expensive  plan  in  the  area,  removing 
the  incentive  to  increase  benefits  rather  than  raises.  Employees 
would  be  free  to  spend  their  own  money  on  more  expensive  health 
care  coverage  if  they  chose. 

The  President's  plan  has  avoided  the  tough  and  crucial  question 
of  a  genuine  tax  cap.  His  plan  simply  stipulates  that,  10  years  after 
enactment,  tax  subsidies  would  be  limited  to  the  standard  benefit. 
For  example,  if  dental  benefits  were  not  included  in  the  standards 
benefit  package,  they  would  not  get  a  tax  deduction.  This  is  all  the 
President's  plan  does.  He  does  not  set  a  limit  on  the  tax  amount 
that  is  subsidized  through  the  Tax  Code,  and  therefore  his  ap- 
proach is  ineffective. 

Ironically,  the  President's  plan  erects  new  obstacles  to  cost  con- 
trol. The  cap  of  7.9  percent  on  payroll  costs  for  employers  in  re- 
gional alliances  reduces  the  incentive  for  businesses  to  control 
costs.  Once  employers'  premiums  are  capped  at  7.9  percent  of  pay- 
roll, it  will  become  a  tax  to  them  and  they  will  lose  their  ability 
and  their  incentive  to  negotiate  a  better  deal. 

The  President's  bill  would  also  put  most  large  employers  and  all 
other  small  employers  into  regional  alliances  where  employers  lose 
their  ability  to  negotiate  on  a  one-to-one  basis  with  the  providers. 
By  contrast,  the  Cooper-Breaux  bill  keeps  large  and  mid-sized  com- 
panies out  of  the  purchasing  groups.  These  companies,  therefore, 
would  retain  the  ability  to  negotiate  costs,  and  they  would  have 
new  incentive  to  do  so  from  the  tax  cap. 

The  cry  for  universal  coverage  has  confused  mandates  with  uni- 
versal access  to  health  care  insurance.  Advocates  of  universal  cov- 
erage sometimes  lump  together  those  who  oppose  mandates  and 
those  who  support  the  status  quo  of  discriminatory  insurance  prac- 
tices. In  fact,  there  is  little  or  no  debate  on  such  insurances  prac- 
tices. All  the  major  bills  eUminate  these  practices,  and  insurance 
market  reform  will  happen,  but  it  alone  won't  break  the  back  of 
runaway  costs  of  the  health  care  system. 

Universal  coverage  must  frame  the  debate,  as  the  President  as 
insisted,  but  it  cannot  drive  unrealistic  demands.  A  disciplined 
step-by-step  approach  to  universal  coverage  is  needed  to  define  pre- 
cisely what  level  of  subsidies  will  be  needed  to  make  health  care 
affordable. 

The  Cooper-Breaux  plan,  while  it  lacks  a  mandate  to  purchase 
health  care,  offers  the  best  starting  point  to  achieve  universal  cov- 
erage. It  covers  all  the  poor  immediately  and  provides  subsidies  for 
the  near  poor.  It  removes  the  barriers  to  coverage  erected  by  insur- 
ance companies,  and  it  allows  for  the  possibiHty  of  instituting  a 
mandate. 
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Mandates  make  much  more  sense  once  all  the  barriers  to  health 
care  coverage  have  been  eliminated,  and  free  riders  who  volun- 
tarily choose  not  to  purchase  health  care  coverage  are  the  only  ones 
left  and  out  of  the  system. 

Recently  several  Members  of  Congress  have  declared  that  alli- 
ances are  dead.  Alliances  are  the  linchpin  of  market-based  reform. 
Without  alliances,  the  real  alternatives  are  incrementalism  that 
fails  to  address  runaway  health  care  costs  or  a  government-run 
health  care  system.  Neither  will  satisfy  the  American  public. 

The  problem  with  alliances  in  the  President's  bill  is  that  they  are 
vehicles  for  regulation  of  health  care  spending.  By  channeling  near- 
ly all  private  health  care  spending  through  the  alliances,  they  be- 
come essentially  single-payer  systems  and  mechanisms  for  control- 
ling premiums. 

By  contrast,  the  Cooper-Breaux  bill  uses  alliances  in  a  fun- 
damentally different  way.  Their  version  requires  that  purchasing 
groups  be  nongovernmental  and  not-for-profit  organizations  which 
operate  much  like  a  farmers  market.  These  purchasing  groups  will 
give  the  employees  of  small  businesses  the  market  clout  or  large 
businesses.  By  empowering  consumers,  their  decisions  can  guide 
the  future  of  the  health  care  delivery  system. 

The  typical  health  care  plan  of  the  future  will  combine  many  val- 
ues that  consumers  have  today.  It  will  offer  more  choice  of  physi- 
cians than  todaVs  HMO's  and  better  preventive  care  than  today's 
fee-for-service  plans. 

In  short,  I  believe  that  health  care  reform  should  and  will  hap- 
pen this  year,  but  the  debate  has  to  move  to  the  question  of  how 
to  empower  consumers.  The  government  should  set  the  rules  for 
the  game  to  let  consumers  win  by  exercising  their  right  to  choose 
and  by  accepting  responsibility  for  the  decisions. 

Thank  you. 

[The  prepared  statement  of  Mr.  Kendall  follows:] 
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Committee  on  Education  and  Labor 

Hearing  on  H.R.  3222,  The  Managed  Competition  Act 
March  3.  1994 


Thank  you  for  this  opportunity  to  testify  on  health  care  reform.  The 
Progressive  PoUcy  Institute  (PPI)  endorsed  managed  competition  in  Mandate  for 
Change.  pubUshed  in  1993  as  President  Clinton  took  office.' 

PPI  believes  that  the  approach  to  health  care  reform  proposed  by  Congressman 
Jim  Cooper  and  Senator  John  Breaux  comes  closest  to  this  vision  of  managed 
competition.  This  approach  seeks  to  harness  the  power  of  choice,  competition  and 
market  incentives  to  control  costs,  enhance  quality,  reward  efficiency,  encourage 
innovation  and  empower  consumers.  It  promotes  individual  responsibility  as  a 
response  to  our  "cost-unconscious"  health  care  financing  system.  With  subsidies  for 
persons  who  could  not  otherwise  afford  coverage,  the  Cooper-Breaux  plan  can  achieve 
universal  access. 

The  Cooper-Breaux  plan  has  much  in  common  with  the  President's  plan.  Both 
proposals  rely  on  a  new  competitive  structure:  purchasing  groups  to  pool  the  buying 
power  of  consumers;  new  rules  for  the  insurance  market  to  stop  the  cherry-picking 
and  end  discrimination  in  coverage  and  pricing;  a  standard  benefits  package; 
consumer  information  on  cost  and  quality;  and  tort  reform. 

Most  important,  the  President  has  opened  the  window  for  a  fundamental 
change  in  the  markets.  In  several  key  respects,  however,  his  own  solution  is  a  top- 
down  approach  reliant  on  global  budgets  and  price  controls,  not  a  bottom-up  strategy 


^Jeremy  D.  Rosner,  "A  Progressive  Plan  for  Affordable,  Universal  Health  Care"  in  Mandate 
for  Change.  Will  Marshall  and  Martin  Schram,  eds.,  Berkley  Books,  New  York:  January  1993. 
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based  on  consumer  choice  and  competition.^  The  Cooper-Breaux  approach  is  bottom- 
up  because  it  is  built  on  principles  that  can  extend  to  every  community  as  people 
fashion  a  new  health  care  system  through  their  own  choices. 

PPI  strongly  supports  the  goal  of  universal  coverage,  as  well  as  restructured 
health  care  marketplace.  But  we  can  responsibly  achieve  xiniversEd  coverage  only 
after,  not  before,  controlUng  costs.  A  mandate  that  all  Americans  receive 
comprehensive  benefits  would  greatly  increase  demand  for  health  care  services, 
driving  up  costs. 

The  Administration  has  anticipated  this  surge  in  demand  and  proposed  a 
global  budget  and  price  controls  in  an  attempt  to  constrain  health  care  spending.  It 
will  not  succeed.  CBO  noted  the  heart  of  this  problem  when  it  recently  warned  that 
the  premium  caps  in  the  President's  health  proposal  "are  likely  to  create  immense 
pressure  and  considerable  tension."'  In  practical  terms,  the  caps  mean  placing  the 
government  at  odds  with  patients  and  the  health  care  they  demand  with  the  likely 
result  that  spending  will  increase. 


Market  Forces,  Not  Price  Controls 

The  Cooper-Breaux  bill,  like  the  President's  plan,  would  level  the  plajang  field 
for  all  kinds  of  health  care  delivery  systems.  Fee-for-service  plans,  HMOs  and  PPOs 
all  will  have  to  compete  by  the  same  rules  to  provide  the  same  benefits  to  everyone 
without  denying  coverage  or  increasing  premivuns  to  those  who  are  sick. 

Health  plans  that  deliver  better  care  for  less  cost  should  be  rewarded  with 
more  customers,  challenging  all  plans  to  improve  quality  while  lowering  costs,  by 
adopting  the  same  kind  of  total  quality  management  used  by  other  industries. 

To  achieve  this  goal,  we  have  to  trust  consumers  to  make  the  right  decisions. 
This  approach  has  already  delivered  impressive  results  in  health  care  systems  for 
employees  of  government  and  large  companies.  Here  are  some  examples: 

*  CalPERS,  the  California  Public  Employees  Retirement  System  offers  health 
care  coverage  to  about  900,000  local  and  state  employees.  These  employees  are 
free  to  choose  from  among  27  health  plans.     No  one  is  denied  coverage. 


^see  Alain  C.  Enthoven  and  Sara  J.  Singer,  "The  Clinton  Health  Plan:  A  Single  Payer  in  Jackson 
Hole  Clothing,"  Health  Affairs,  special  supplement,  1994. 

^Congressional  Budget  Office,  "An  Analysis  of  the  Administration's  Health  Proposal,"  U.S. 
Congress,  February  1994,  p.  76. 
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Premium  increases  have  been  held  to  single  digits  in  recent  years. 

*  FEHBP,  the  Federal  Employee  Health  Benefits  Program,  has  held  premium 
increases  to  single  digits  in  recent  years  as  well.  In  1991  and  1992,  FEHBP 
premiums  increased  an  average  of  4.7  percent  and  7.4  percent  respectively, 
compared  to  the  12  percent  to  12.5  percent  annual  increases  at  U.S. 
corporations.*  Over  the  past  dozen  years,  FEHBP  premiums  per  person  have 
risen  3.5  percentage  points  less  a  year  on  average  than  those  for  large  private- 
sector  employers.* 

*  Twenty  large  employers  in  Minnesota  have  formed  a  buyers  group  that  will 
hold  annual  cost  increases  to  3  percent  to  4  percent.*  These  savings  are  on  top 
of  costs  in  Minnesota  that  are  15  percent  to  20  percent  below  national 
averages. 

The  President's  bill  pays  does  not  rely  sufficiently  on  genuine  competition  and 
consumer  choice.  The  Administration's  claim  that  caps  on  insurance  premium 
increases  act  as  merely  a  backstop  for  competition  has  been  rejected  by  the 
Congressional  Budget  Office.  In  CBO's  view,  the  premium  caps  in  the  President's 
bill,  not  competition,  will  hold  down  national  health  care  spending.' 

Through  these  premium  caps,  the  President's  bill  would  impose  a  global  budget 
on  most  health  care  spending.  The  government,  not  consumers,  would  control  health 
care  spending.  Yet  the  government  can  only  make  an  arbitrary  decision  about  the 
proper  amount  of  spending  on  health  care,  relative  to  other  sections  of  the  economy. 
As  a  result.  Congress  would  have  to  use  public  opinion  to  gauge  the  level  at  which 
to  set  spending. 

Health  care  providers  faced  with  declining  revenues  and  patients  denied  care 
or  forced  to  wait  for  it  would  find  the  caps  an  easy  target  around  which  to  demand 
increases.  This  situation  would  put  members  of  Congress  in  the  position  of  either 
defending  the  caps  as  necessary  fiscal  restraints  or  more  likely,  succumbing  to  the 
pressure  to  increase  them.  The  Ukely  result,  judging  from  past  experiences,  will  be 


*Robert  E.  Moffit,  The  Heritage  Foundation,  "Consumer  Choice  in  Health:    Learning  from  the 
Federal  Employee  Health  Benefit  Program,"  November  9,  1992. 

'Spencer  Rich,  The  Washington  Post,  April  5,  1993. 

*Jan  Malcolm,  "Managing  Minnesota,"  The  New  Democrat,  December  1993,  p.  19. 

'Congressional  Budget  Office,  "An  Analysis  of  the  Administration's  Health  Proposal,"  p.  76. 
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rising  caps  and  declining  restraints  on  costs.' 


Only  a  well-functioning  marketplace  can  determine  the  proper  level  of  spending 
on  health  relative  to  sections  of  the  economy.  By  levelling  the  playing  field  for  health 
plans,  the  Cooper-Breaux  bill  will  increase  the  likelihood  of  this  occurring. 


New  Incentives,  Not  New  Obstacles,  to  Control  Ck>sts 

Levelling  the  playing  field  is  just  as  important  for  consumers  as  for  health 
plans.  Today,  workers  receive  an  unlimited  tax  break  for  health  plan  premiums  paid 
by  their  employers,  the  only  major  employee  benefit  without  a  hmit.  This  tax  policy 
encourages  employers  to  increase  their  workers'  health  benefits  rather  than  their 
wages. 

Under  the  Cooper-Breaux  bill,  health  plans  that  charge  higher  premiums 
would  no  longer  receive  favorable  tax  treatment.  The  tax  deduction  for  businesses 
would  be  capped  at  the  level  of  the  lowest  cost  plan  in  the  area,  removing  the 
incentive  to  increase  benefits  rather  than  raise  wages.  Employees  would  be  free  to 
spend  non-subsidized  dollars  on  more  expensive  health  coverage. 

CalPERS  adopted  a  similar  approach  when  the  state  of  California  froze 
employers  contributions  to  employees'  health  plans.  According  to  the  General 
Accounting  OflBce,  this  change  made  state  employees  more  sensitive  to  premivma  rates 
and  gave  plans  an  incentive  to  peg  their  rates  close  to  the  state's  contribution.® 

The  President's  plan  has  avoided  the  tough  and  crucial  question  of  a  genuine 
tax  cap.  It  stipulates  that  10  years  after  enactment,  tax  subsidies  would  be  limited 
to  the  benefits  in  the  standard  benefits  package.  But  it  does  not  set  any  dollar  limit 
on  the  tax  subsidy,  which  renders  it  ineffective. 

Ironically,  the  President's  plan  also  erects  a  new  obstacle  to  cost  control.  The 
cap  of  7.9  percent  of  payroll  costs  for  employers  reduces  the  incentive  found  in  the 
current  system  for  businesses  to  control  costs.  Once  employers'  premivuns  are  capped 
at  7.9  percent  of  payroll,  it  will  become  a  tax  to  them  and  they  loose  their  ability  and 


*see  Steven  Mufson,  "Price  Controls:  Past  as  Health  Care  Prologue,"  The  Washington  Post,  March 
14,  1993. 

®U.S.  General  Accounting  Office,  "California  Public  Employees'  Alliance  Has  Reduced  Kecent 
Premium  Growth,"  November  1993,  p.  6. 
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incentive  to  negotiate  a  better  deal  with  providers.  *° 

Today,  employers  reduce  costs  by  directly  negotiating  with  health  plans.  The 
President's  bill  would  put  most  large  employers  with  more  than  5,000  employees,  and 
all  other  smaller  employers,  into  regional  alliances.  Once  in  the  alliance,  employers 
loose  the  ability  to  negotiate  with  health  plans.  By  contrast,  the  Cooper-Breaux  bill 
keeps  large  and  med-sized  companies  out  of  the  regional  purchasing  groups.  These 
companies  would  retain  the  ability  to  negotiate  costs,  and  they  would  have  new 
incentives  to  do  so  through  the  tax  cap. 


Access  First,  Mandates  Second 

The  cry  for  universal  coverage  has  confused  mandates  with  universal  access 
to  health  care.  Advocates  of  universal  coverage  sometimes  lump  together  those  who 
oppose  mandates  with  those  who  oppose  ending  current  discriminatory  insurance 
industry  practices  such  as  medical  underwriting,  pre-existing  condition  exclusions 
and  the  lack  of  portability.  In  fact,  there  is  little  or  no  debate  on  such  insurance 
practices. 

Under  all  the  major  health  proposals.  Democratic  and  Republican,  health  care 
coverage  would  be  portable  from  job  to  job,  and  the  cost  of  coverage  could  not 
according  to  a  person's  medical  condition."  Insurance  market  reform  will  happen, 
but  it  won't  break  the  back  of  runaway  health  care  costs.  Those  who  argue  forcefully 
for  mandates  also  want  government  to  be  in  the  business  of  controlling  health  care 
costs. 

Universal  coverage  must  help  frame  the  debate,  as  the  President  has  insisted, 
but  it  cannot  drive  unrealistic  demands.  A  disciplined  step-by-step  approach  to 
universal  coverage  is  needed  to  clarify  precisely  what  level  of  subsidies  will  be 
necessary  to  make  health  care  affordable.  At  the  same  time,  the  effect  of  reforms  on 
costs  can  be  evaluated  empirically  without  relying  as  heavily  on  uncertain  economic 
and  budgetary  forecasts. 


'  Although  large  employers  with  over  5,000  employees  could  form  corporate  alliances,  and  thus 
not  be  subject  to  the  cap,  the  CBO  estimates  that  most  large  employers  would  join  the  regional 
alliance  due  to  additional  requirements  on  corporate  alliances.  Although  the  7.9  percent  cap  will  not 
apply  for  eight  years  to  large  employers  who  seek  to  opt  in  the  regional  alliances,  the  point  remains 
that  large  employer  will  loose  the  ability  to  negotiate  prices  once  they  join  the  alliance.  See 
Congressional  Budget  Office,  "An  Analysis  of  the  Administration's  Health  Proposal,"  p.  31. 

TTie  comparison  of  major  bills  includes  Clinton,  Cooper/Breaux,  Chafee/Thomas,  Lott'Miehel, 
Nickles/Steam,  and  McDermott/Wellstone. 
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The  Cooper-Breaux  bill,  while  it  lacks  a  mandate,  offers  the  best  starting  point 
to  achieve  universal  coverage.  It  covers  all  the  poor  immediately  and  provides 
subsidies  for  the  near  poor.  It  removes  the  barriers  to  coverage  erected  by  insurance 
companies.  And  it  allows  for  the  possibility  of  later  instituting  a  mandate.  Mandates 
make  much  more  sense  once  all  barriers  to  health  care  coverage  have  been  eliminated 
and  free  riders,  who  voluntarily  choose  not  to  purchase  health  care  coverage,  are  left 
out  of  the  system. 

For  example,  solving  the  free-rider  problem  through  mandates  will  be  easier 
for  the  average  person  to  accept  when  the  barriers  for  health  care  reform  have  been 
removed  Those  refusing  to  purchase  health  coversige  will  not  be  lumped  in  with 
those  who  want  to  purchase  but  cannot  due  to  insurance  company  practices  or 
prohibitively  high  costs.  For  all  these  reasons,  mandates  should  not  be  implemented 
until  the  health  market  has  been  fundamentally  reformed  and  has  delivered  better 
results. 


Put  Consumers,  Not  Bureaucrats,  in  the  Driver's  Seat 

Several  prominent  members  of  Congress  have  declared  that  alliances  are  dead. 
Alliances  --  health  plan  purchasing  cooperatives  in  the  Cooper-Breaux  bill  -  are  the 
linchpin  of  market-based  reform.  Without  alliances,  the  real  alternatives  are 
incrementaUsm  that  fails  to  address  runaway  health  care  costs,  or  a  government-run 
health  care  system.    Neither  result  will  satisfy  the  American  public. 

The  problem  with  the  alliances  in  the  President's  bill  is  that  they  are  vehicles 
for  the  regulation  of  health  care  spending.  By  channelling  nearly  all  private  health 
care  spending  (except  for  Medicare)  through  the  alliances,  they  become  single-payer 
systems  and  mechanisms  for  controlling  premiums. 

By  contrast,  the  Cooper-Breaux  bill  uses  alliances  in  a  fiindamentally  diflFerent 
way.  This  version  requires  that  purchasing  cooperatives  be  non-governmental,  not- 
for-profit  organizations,  which  operate  much  like  a  farmers'  market.  These 
purchasing  groups  will  give  the  self-employed,  non-working  individuals  and 
employees  of  small  businesses  the  market  clout  of  large  businesses. 

As  much  as  40  percent  of  health  plan  premiums  paid  by  small  firms  today  go 
toward  administrative  costs;  large  group  purchasing  reduces  that  amount  to  5 
percent.  Purchasing  groups  also  spread  risks  more  evenly  through  the  population, 
so  that  no  group  suffers  when  one  member  becomes  seriously  ill. 

With  consumers  in  the  driver's  seat,  their  decisions  can  guide  the  future  of  the 
health  care  delivery  system.  As  a  result,  the  typical  health  care  plan  of  the  future 
will  combine  many  values  that  consumers  hold  today.    It  will  offer  more  choice  of 
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physicians  than  HMOs  of  today  and  better  preventive  care  and  coordination  of  care 
than  the  fee-for- service  plans  of  today. 

Consximers  will  need  new  and  more  reliable  information  to  judge  the  quality 
and  satisfaction  delivered  by  each  health  plan.  Both  the  Cooper-Breaux  bill  and  the 
President's  plan  would  require  health  plans  to  report  the  health  outcomes  of  services 
provided  to  plan  enrollees.  More  than  any  other  reform,  this  requirement  has  the 
potential  to  re-orient  the  practice  of  medicine  towards  what  really  works  to  improve 
the  people's  health  status.  If  a  medical  procedure  does  not  improve  the  health, 
functioning,  or  well-being  of  the  patient,  then  its  use  will  not  be  warranted. 


Conclusion 

Health  care  reform  will  fail  if  it  denies  the  public  an  active  role  in  shaping  the 
new  system.  The  government  should  set  the  rules  of  the  game  to  let  consumers  win 
by  exercising  their  right  to  choose  and  by  accepting  responsibility  for  their  decisions. 
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Mr.  Martinez.  Thank  you,  Mr.  Kendall. 

Mr.  Clevenger. 

Mr.  Clevenger.  Mr.  Chairman,  I  am  Ernie  Clevenger.  I  am 
president  of  American  Progressive  Benefits  in  Brentwood,  Ten- 
nessee, and  I  am  also  a  director  of  the  Self-Insurance  Institute  of 
America,  SIIA.  Today  I  am  speaking  on  behalf  of  both  organiza- 
tions as  well  as  a  private  citizen.  Joining  me  today  is  also  Jim 
Kinder  who  is  the  executive  vice  president  of  SIIA. 

My  fellow  Tennessean,  Congressman  Jim  Cooper,  introduced  the 
Managed  Competition  Act,  H.R.  3222.  This  alternative  to  President 
Clinton's  national  health  care  reform  proposal  has  a  good  starting 
point,  just  as  Mr.  Cooper  indicated,  but  I  believe  that  H.R.  3222 
should  be  combined  with  some  of  the  provisions  of  the  House  Re- 
publican proposal,  H.R.  3080.  The  combination  could  serve  as  an  ef- 
fective basis  for  a  successful  health  care  reform,  and  I  hope  that 
the  two  bills  could  be  blended  so  that  broad  bipartisan  support  can 
be  achieved. 

We  do  have  some  problems  with  H.R.  3222  concerning  the  exclu- 
sive HPPC's  and  the  mandate  that  all  employers  with  less  than 
100  employees — that  they  be  required  to  offer  coverage  through 
these  exclusive  arrangements.  But  forcing  employers  with  less  than 
100  employees  to  participate  in  these  exclusive  HPPC's,  Americans 
would  have  less,  not  more,  competition,  resulting  in  increased  cost, 
lower  quality,  and  a  reduction  in  individual  freedom. 

On  the  other  hand,  H.R.  3080  provides  a  framework  for  greater 
competition  using  a  voluntary  approach.  If  HPPC's  are  considered 
and  incorporated  into  the  legislation,  we  would  prefer  competing 
health  alliances  rather  than  the  exclusive  approach. 

Health  care  reform  is  on  everyone's  mind.  The  public  is  confused 
and  uncertain  as  to  various  proposals  and  how  it  would  affect  their 
employment  base,  benefit  programs,  their  access  to  care,  and  of 
course  the  cost.  The  employer  involvement  is  critical.  The  employer 
evaluates  various  health  care  plans  to  determine  the  best  way  to 
meet  the  needs  of  the  employees.  Without  the  employers'  accessible 
and  customized  aid,  the  employee  is  lost.  Employer  choice  must  be 
preserved  in  this  employment-based  system.  Maximizing  employer 
choice  increases  the  options  available,  thus  providing  more  options 
for  the  employee. 

H.R.  3222,  Mr.  Cooper's  bill,  calls  for  individual  States  to  regu- 
late the  HPPC's.  We  strongly  oppose  the  establishment  of  a  system 
of  health  alliances  or  purchasing  cooperatives  under  State  author- 
ity. The  Federal  Government  must  have  an  exclusive  authority 
over  the  health  care  system  to  ensure  a  uniform  environment  for 
all  Americans  and  to  ensure  simplified  administration.  It  is  essen- 
tial that  employers  are  free  from  inconsistent  and  conflicting  State 
regulation. 

In  accordance  with  Mr.  Cooper's  proposal  as  well  as  the  House 
Republican  proposal,  we  support  insurance  reform  portability  of 
benefits,  access  to  coverage  for  all,  medical  malpractice  reform,  as 
well  as  a  crackdown  on  fraud  and  overutilization  of  the  health  care 
system.  We  believe  that  the  part  of  the  health  care  system  that 
needs  fixing  should  indeed  be  fixed  but  the  entire  system  should 
not  be  dismantled. 
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The  type  of  untested  health  care  reform  proposed  by  the  adminis- 
tration and  others  is  not  a  proven  panacea  for  solving  the  Nation's 
health  care  problems.  It  would  only  serve  to  disrupt  the  present 
system  which  is  already  improving  as  a  result  of  competitive  forces. 

The  time  is  right  for  House  Republicans  and  Democrats  to  sit 
down  and  consolidate  the  best  parts  of  the  H.R.  3222  and  H.R. 
3080  bills.  We  believe  that  a  bill  is  needed  that  offers  voluntary 
HPPC's  where  the  employer  has  the  freedom  to  fund  benefits 
through  the  most  economical  means.  The  intent  of  each  bill  is  to 
improve  our  own  health  care  system,  but  the  combination  of  the 
two  bills  is  the  speediest  way  to  achieve  the  broadest  bipartisan 
support  which  will  result  in  a  bill  designed  to  give  Americans  the 
greatest  access  to  health  at  the  best  cost. 

I  appreciate  the  invitation  for  being  able  to  speak  today.  The  in- 
dustry association  stands  ready  to  assist  the  committee,  and  I 
would  be  happy  to  answer  any  questions. 

[The  prepared  statement  of  Mr.  Clevenger  follows:] 
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STATEMENT  OF 
SELF-INSURANCE  INSTITUTE  OF  AMERICA,  INC. 

to  the 

EDUCATION  AND  LABOR  COMMFTTEE 

U.S.  HOUSE  OF  REPRESENTATIVES 

March  3,  1994 


Mr.  Chairman,  members  of  the  Committee,  my  name  is  Ernest  Clevenger.  I  am  appearing 
here  today  both  as  an  employer  -  I  am  president  of  American  Progressive  Benefits  in  Brentwood, 
TN  -  and  on  behalf  of  the  Self- Insurance  Institute  of  America  to  offer  comments  on  the  Managed 
Competition  Act  of  1993  (H.R.  3222). 

The  Self-Insurance  Institute  of  America,  Inc.  (SIIA),  is  a  national  trade  association  serving 
the  self-insurance  industry.  SIIA  has  over  1500  members  ~  representing  over  60  million 
American  workers  ~  and  includes  employers,  third-party  administrators,  managing  general 
underwriters,  insurance  companies,  reinsurers  and  others  dedicated  to  the  advancement  of  self- 
insurance.  SIIA  is  the  only  U.S.  association  that  represents  firms,  individuals  and  organizations 
which  participate  in  the  broad  spectrum  of  self-insurance. 

SnA,  like  my  own  firm,  believes  that  health  reform  legislation  should  build  upon  our 
current  employment-based  system.  H.R.  3222  is  a  step  in  the  right  direction  in  preserving  the 
current  employment-based  system,  while  addressing  the  important  problems  of  health  care  cost 
containment  and  access. 

An  expanded  employment-based  system  of  health  care  coverage  is  essential  to  assuring  the 
delivery  of  appropriate,  quality  health  care  to  all  working  Americans.  Employment  based  plans 
should  be  encouraged  to  maintain  and  further  utilize  the  most  effective  and  economical  means 
available  to  provide  efficient  health  care,  regardless  of  the  funding  mechanism  selected.  This 
includes  the  free  choice  of  employers  to  fund  health  care  benefits  using  the  most  efficient  health 
plans  available,  including  traditional  insurance  arrangements,  self-funded  plans,  or  prepaid  health 
maintenance  organizations.  However,  the  cost  of  health  care  should  be  the  shared  responsibility 
of  all. 

We  believe  the  Clinton  Administration's  call  for  an  employer  mandate  and  establishment 
of  an  exclusive  system  of  health  alliances  under  state  regulatory  authority  for  all  practical  purposes 
would  eliminate  employment-based  health  benefits,  including  self-funded  health  plans,  which 
provide  benefits  to  two-thirds  of  all  employees  covered  by  group  health  plans. 

While  employers  would  continue  to  contribute  toward  the  cost  to  pay  employees  and  their 
families,  their  ability  to  self-fund  health  benefits  and  to  design  health  plans  which  meet  the 
specific  needs  of  these  employees,  as  well  as  to  control  costs  and  to  improve  quality,  would  be 
eliminated  under  the  Clinton  plan  and  in  many  respects  under  H.R.  3222  as  well. 
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Employer  involvement  is  critical.  The  employer  evaluates  complicated  health  care  plan 
alternatives  to  determine  which  is  best  to  meet  the  needs  of  employees  and  to  attract  new 
employees.  The  employer  provides  explanation  and  assistance  for  better  understanding  to 
employees.   Employer  involvement  is  important.   Without  it,  the  employee  is  lost. 

For  this  reason,  we  cannot  support  the  Health  Security  Act  nor  can  we  support  H.R.  3222 
as  written  in  spite  of  our  belief  that  there  are  problems  with  the  nation's  health  care  system  that 
require  changes.  We  agree  with  the  President  and  others  that  escalating  health  care  costs  must 
be  contained.  While  President  Clinton  has  identified  many  problems  in  our  health  care  system, 
we  believe  his  health  reform  plan  goes  in  the  wrong  direction  and,  thus,  we  must  look  at 
alternative  approaches. 

Managed  Competition  Act  of  1993 

Today,  I  would  like  to  concentrate  my  comments  on  "The  Managed  Competition  Act  of 
1993"  (H.R.  3222)  sponsored  by  Congressman  Jim  Cooper  who  hails  from  my  own  state  of 
Tennessee. 

While  I  and  the  self-funded  industry  support  some  of  the  provisions  in  H.R.  3222,  we 
differ  with  Congressman  Cooper  on  two  principal  aspects  of  his  bill  which  I  would  like  to  discuss 
today. 

1.         Health  Plan  Purchasing  Cooperatives  (HPPCs). 

First,  the  managed  competition  approach  in  H.R.  3222  calls  for  establishment  of  a  system 
of  Health  Plan  Purchasing  Cooperatives,  or  HPPCs.  While  this  is  a  significant  improvement  over 
the  Clinton  plan,  we  believe  all  HPPCs  should  be  voluntary  and  that  private  purchasing 
cooperatives  should  be  allowed  to  compete  with  HPPCs. 

Under  H.R.  3222,  employers  with  fewer  than  100  employees  would  be  required  to  offer 
access  to  health  coverage  through  HPPCs  thus  eliminating  employer  options  to  select  more 
efficient  and  less  costly  alternatives.  By  forcing  employers  to  participate  in  exclusive  purchasing 
cooperatives,  Americans  would  have  less  -  not  more  -  competition  resulting  in  increased  cost, 
lower  quality,  and  restrictions  on  individual  freedoms.  The  provision  also  undermines  uniform 
regulation  of  health  care  plans,  again  adding  cost  to  consumers. 

We  suggest  Congress  allow  any  purchasing  cooperative  which  can  meet  applicable  federal 
standards  to  offer  coverage  to  small  employers.  We  agree  with  Rep.  Cooper  that  small  employers 
should  have  access  to  increased  efficiencies  afforded  by  large  groups  and  to  join  purchasing 
groups  or  cooperatives.  Any  reformed  health  care  system  should  use  the  experience  of  qualified 
associations  and  include  industry  and  employer  group  pooling  as  a  means  of  organizing  the  private 
sector  consumer  market  in  providing  greater  and  more  competitive  alternatives. 
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If  any  aspect  of  managed  competition  is  implemented,  its  goals  should  be  to  bring  more, 
not  less,  competition  into  the  health  care  system  and  to  give  employers  and  employees  more 
choice  in  selecting  efficient,  affordable  health  plans.  The  challenge  for  the  employer  should  be 
to  select  among  a  variety  of  competing  health  plans,  including  insured  and  self-insured  plans  that 
meet  requisite  federal  standards.  To  require  a  reformed  national  system  of  exclusive  health 
alliances  is  contrary  to  the  principle  of  open  and  free  employer  choice  to  fund  employment-based 
health  plans  through  the  most  economical  means  possible. 

In  this  respect,  we  point  to  H.R.  3080,  the  "Affordable  Health  Care  Now  Act"  sponsored 
by  Rep.  Michel,  which  includes  a  provision  to  allow  federally  regulated  self-insured  multiple 
employer  welfare  arrangements  to  offer  health  benefits  to  small  employers.  These  multiple 
employer  welfare  arrangements  are  a  form  of  private  sector  health  plan  purchasing  cooperatives 
organized  along  industry  or  employer  lines. 

2.         Regulatory  Framework. 

Second,  H.R.  3222  calls  for  the  development  of  a  managed  competition  system  regulated 
by  individual  states  based  on  federal  standards  set  by  a  Health  Care  Standards  Commission 
(HCSC). 

SUA  and  I  on  behalf  of  my  company,  AP  Benefits,  strongly  oppose  the  establishment  of 
a  system  of  health  purchasing  cooperatives  under  state  regulatory  authority.  The  federal 
government  must  have  exclusive  authority  over  reform  of  the  health  care  system  in  order  to  ensure 
a  uniform  environment  for  all  Americans  for  the  provision  of  health  care  coverage.  It  is  essential 
for  employers  to  be  free  from  inconsistent  and  conflicting  state  regulation.  SUA  supports  a 
federally  regulated  system. 

Moreover,  SIIA  does  not  believe  that  it  is  necessary  or  productive  to  establish  a  new 
national  SEC-type  board  with  responsibility  for  setting  policy  over  the  health  system.  Current 
federal  laws  already  address  the  regulatory  climate  for  health  care  plans. 

Other  Refonns 

Other  reforms  which  merit  support  include: 

1.  Malpractice  -  SIIA  supports  effective  malpractice  refonns,  including  requiring 
binding  arbitration  between  consumers  and  health  care  providers.  We  also  support  the 
imposition  of  sanctions  against  those  who  present  fraudulent  or  frivolous  claims. 

2.  Administration  Simplification  -  SIIA  supports  standardized  claim  forms  and 
procedures  for  administering  claims  and  outcome  analysis  for  both  private  and  public 
health  benefit  plans.  Cost  shifting  of  federal  and  state  programs  along  with  duplication 
of  benefits  should  be  eliminated. 


214 


3.         Fraud  and  Abuse  -  SUA  supports  criminal  penalties  for  health  care  fraud  and  the 
imposition  of  sanctions  for  over-utilization  of  medical  services. 

Conclusion 

It  is  a  known  fact  that  the  great  majority  of  all  Americans  have  health  care  coverage,  most 
of  whom  are  covered  through  their  employers.  We  believe  that  the  part  of  our  health  care  system 
which  needs  fixing  should  be  fixed,  but  that  the  entire  system  does  not  need  to  be  dismantled. 
The  type  of  untested  managed  competition  system  proposed  by  the  Administration  and  others  is 
not  a  proven  panacea  for  solving  the  nation's  health  care  problems,  and  would  only  serve  to 
disrupt  the  present  system,  which  is  already  improving.  We  believe  that  H.R.  3222,  with  the 
changes  suggested  above,  could  create  a  viable  framework  for  meaningful  reform  in  the  nation's 
health  care  system. 

Respectfully  submitted, 


Ernest  Clevenger 

President,  American  Progressive  Benefits 

Director,  Self-Insurance  Institute  of  America,  Inc.  (SKA) 
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ABOUT  THE  SELF-INSURANCE 
INSTITUTE  OF  AMERICA,  INC. 


The  Self-Insurance  Institute  of  America,  Inc.  (SUA)  is  the  world's  largest  professional 
trade  association  dedicated  exclusively  to  the  advancement  of  the  self-insurance  industry. 
Our  goal  is  to  improve  the  quality  and  efficiency  of  self-insurance  plans  through 
education  and  create  a  general  acceptance  in  the  public  and  business  communities  of  this  viable 
alternative  to  conventional  insurance. 

Founded  in  1981,  SUA  has  over  1,500  members  representing  the  interests  of  independent 
administrators,  utilization  review  companies,  managed  care  companies,  underwriting  management 
companies,  insurance  companies,  reinsurers,  agents,  brokers,  CPAs,  attorneys,  financial  institutions, 
manufacturers,  trade  associations,  retail  and  service  companies,  municipalities  and  more. 

SUA  designs  and  implements  programs  and  services  for  the  benefit  of  its  members,  the  industry, 
and  the  general  public  to  mcrease  the  general  level  of  knowledge  about  self-insurance  plans;  achieve 
greater  professionalism  in  the  industry;  gain  wider  acceptance  of  self-insurance;  and  enhance  the 
general  well-being  and  mutual  interests  of  members. 
SIIA  achieves  its  goals  and  objectives  through; 

•  International/national  conferences  and  industry  forums  that  are  held  to  provide  educational 
opportunities,  with  substantial  discounts  on  the  registration  fees  offered  to  SIIA  members. 

•  A  bi-monthly  magazine.  The  Self-Insurer,  featuring  useful  technical  articles  as  well  as 
updates  on  topical  issues  of  importance  to  the  self-insurance  industry. 

•  Hotline,  a  legislative/regulatory  update  bulletin  which  is  distributed  as  "hot"  issues  arise. 

•  Lookout,  a  publication  which  outlines  significant  developments  in  the  self-insurance 
industry  and  informs  members  of  legislation  and  regulations,  both  state  and  federal,  that 
affect  particular  states  or  disciplines. 

•  The  Self-Insurance  Educational  Foundation,  Inc.  (SIEF)  which  is  dedicated  to  doing 
statistical  research  regarding  the  industry  and  granting  educational  scholarships  to 
promising  students  whose  studies  center  on  the  self-insurance  industry. 

SIIA  enjoys  federal  representation  in  our  Nation's  Capital  through  counsel  and  staff  on  key 
legislative  and  regulatory  issues.  SIIA  is  the  only  national  voice  for  the  total  self-insurance  industry. 
If  your  company  is  involved  or  interested  in  self- funding  risk  for: 

•  workers'  compensation  insurance  programs, 

•  employee  benefit  plans,  or 

•  property  and  casualty  protection, 

then  it  should  be  a  member  of  the  association  serving  the  industry  —  the  Self-Insurance  Institute  of 
America,  Inc. 

Leading  the  Way 
since  1981.. 
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Mr.  Martinez.  Thank  you,  Mr.  Clevenger. 

Mr.  Pollack. 

Mr.  Pollack.  Mr.  Chairman,  first  let  me  congratulate  you  on  our 
endurance  here  today,  and  let  me  say  to  you  that  I  won't  tax  that 
endurance,  I  will  be  mercifully  short. 

Mr.  Cooper  talked  about  his  bill  as  being  Clinton  Lite.  I  would 
suggest  it  is  more  Clinton  veto  than  Clinton  Lite,  and  I  would  like 
to  actually  focus  my  comments  on  one  aspect  of  the  Cooper  bill,  but 
before  doing  it,  I  just  want  to  point  out  that  there  are  a  wide  vari- 
ety of  ways  that  the  Cooper  bill  really  falls  short  from  a  consumer 
perspective.  Certainly  it  does  not  achieve  universal  coverage,  and 
I  am  going  to  get  to  that  point  in  a  moment.  The  Clinton  bill  cer- 
tainly does. 

We  have  no  idea  what  the  benefit  package  is  going  to  look  like. 
It  is  asking  us  to  buy  a  pig  in  a  poke.  The  Clinton  bill,  on  the  other 
hand,  provides  a  comprehensive  benefit  package  that  is  spelled  out 
in  the  legislation. 

The  Clinton  bill  gives  us  some  security  about  what  the  costs  of 
health  care  are  going  to  be  through  the  backstop  of  limitations  on 
premium  increases.  Of  course,  the  Cooper  bill  does  not  give  us  that 
security,  and  for  senior  citizens  there  is  precious  little  in  the  Coo- 
per bill,  there  is  nothing  with  respect  to  improving  long-term  care. 
In  fact,  there  is  a  diminution  in  Federal  support  for  what  limited 
long-term  there  is  today,  and  there  is  no  coverage  of  prescription 
drugs  that  senior  citizens  very  much  want  and  are  looking  for  as 
part  of  health  care  reform. 

But  if  I  may,  I  want  to  focus  on  one  very  narrow  aspect  of  the 
Cooper  bill  that  I  thought  the  congressman  was  more  glib  about 
than  I  feel  comfortable  about,  and  that  is,  when  he  was  asked  the 
question  about  universal  coverage,  and  he  talked  about,  as  in  fact 
Mr.  Kendall  did  a  few  moments  ago,  that  we  are  really  covering  the 
vast  majority  of  people,  and,  after  all,  there  is  this  wonderful  sub- 
sidy system  in  the  Cooper  bill  that  provides  some  subsidies  for  peo- 
ple below  200  percent  of  poverty,  and  then  the  congressman  would 
have  us  believe  that  in  as  much  as  that  subsidy  is  provided  for  peo- 
ple below  200  percent  of  poverty,  we  really  don't  have  to  worry 
about  that  group  of  people,  those  people  are  now  going  to  have  cov- 
erage because  of  the  subsidy. 

Unfortunately,  it  fails  to  examine  what  that  subsidy  is  and 
whether  that  subsidy  really  is  adequate  to  make  it  realistic  to  as- 
sume that  these  individuals  and  these  families  are  really  going  to 
have  true  access,  are  really  going  to  get  true  coverage.  So  let  me 
give  you  a  few  numbers  here. 

We  unfortunately  can't  tell  you  what  the  cost  of  the  Cooper  bene- 
fit package  is  because  he  doesn't  define  it  for  us.  Hopefully,  the 
Congressional  Budget  Office  will  give  us  some  understanding  as  to 
how  they  would  calculate  it.  So  let  me  give  you  some  arbitrary 
numbers  here,  but  I  think  it  makes  a  point. 

Let's  first  look  at  what  the  Clinton  package  costs  and  take  a  look 
at  how  the  Cooper  subsidies  would  fare  with  respect  to  purchasing 
the  Clinton  benefit  package,  and  then  let's  look  at  a  lesser  package. 

The  Clinton  benefit  package,  according  to  CBO,  would  cost  a 
family  $5,565  dollars.  Under  the  Cooper  plan,  the  way  the  sub- 
sidies would  work,  the  responsibility  for  such  a  package  for  a  fam- 
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ily  at  150  percent  of  poverty,  which  is  a  little  over  $22,000  in  in- 
come, that  family  would  have  to  pay  approximately  $2,800  in  pre- 
miums in  order  to  pay  for  that  package. 

Now  mind  you,  this  does  not  include  deductibles,  it  does  not  in- 
clude coinsurance,  it  does  not  include  uncovered  services;  but  just 
the  premiums  alone  with  the  Cooper  subsidization  effort  would 
have  that  family  pay  12.5  percent  of  its  pre-tax  income.  Another 
way  of  looking  at  it,  by  the  way  is,  they  would  be  paying  one  and 
a  half  months  of  their  wages,  pre-tax  wages,  just  as  a  premium,  not 
including  deductibles,  coinsurance,  and  uncovered  services. 

At  175  percent  of  poverty,  that  family  would  be  paying  almost 
$4,200  under  the  Cooper  subsidy  scheme,  and  it  would  be  paying 
approximately  16  percent  or  two  months  of  its  pre-tax  income  just 
on  premiums.  Again,  this  doesn't  include  deductibles,  coinsurance, 
and  uncovered  services. 

At  200  percent  of  poverty,  almost  $30,000  in  income  for  a  family 
of  four,  they  would  be  pajdng  the  full  $5,565  or  about  19  percent 
of  their  pre-tax  income. 

Now  I  assume  that  the  Cooper  benefit  package  is  going  to  be  less 
generous  than  the  Clinton  benefit  package,  but  again,  I  can't  tell 
you  how  much  it  is  going  to  cost,  so  let's  assume  for  a  moment  that 
the  benefit  package  costs  about  $4,700  or  15  percent  less  than  the 
Clinton  plan.  At  150  percent  of  poverty,  a  family  would  be  paying 
11  percent  of  their  income  on  premiums  or  almost  a  month  and  a 
half  of  their  income.  At  175  percent  of  poverty,  they  would  be 
spending  14  percent  of  their  income,  and  at  200  percent  of  poverty, 
they  would  be  spending  two  full  months  of  their  pre-tax  income  to 
pay  for  this  premium. 

I  suggest  to  you  that,  unlike  Mr.  Cooper's  assertions  that  he  is 
providing  subsidies  and  therefore  those  people  below  200  percent  of 
poverty  are  well  taken  care  of  and  therefore  he  achieves  rather 
close  proximity  to  the  Clinton  plan  in  universal  coverage  is  abso- 
lutely absurd,  and  my  hope  is  that  with  regard  to  this  committee, 
as  you  mark  up  a  bill,  whether  you  look  at  Cooper,  Clinton,  or 
some  different  piece  of  legislation,  what  I  think  we  need  to  know 
is  what  will  the  actual  burden  be  for  families  with  the  premiums 
they  have  to  pay  before  you  can  make  an  assessment  as  to  whether 
they  will  actually  be  covered. 

[The  prepared  statement  of  Mr.  Pollack  follows:] 
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Ron  Pollack 

Executive  Director 

Families  USA  Foundation 

Mr.  Chairman  and  Members  of  the  Committee: 

Good  morning.   Thank  you  for  allowing  me  to  testify  before  you  today.   Families 
USA  is  a  national  nonprofit  organization  that  represents  consumers  on  health  and  long  term 
care  issues.  The  topic  of  this  hearing  today  is  on  H.R.  3222,  The  Managed  Competition  Act 
of  1993.   We  believe  that  the  current  crisis  state  of  Americans  losing  and  lacking  health  care 
coverage  can  and  must  be  fixed.  We  strongly  support  the  President's  goal,  and  his  specific 
proposal,  to  achieve  universal  and  comprehensive  coverage  for  all  Americans.    I  will  focus 
my  testimony  today  on  why  an  employer  mandate  is  the  most  effective  and  practical  way  to 
achieve  universal  coverage.  I  have  attached  to  my  testimony  our  most  recent  report  which 
analyzes  the  impact  of  H.R.  3600,  The  Health  Security  Act  and  H.R.  3222,  The  Managed 
Competition  Act  of  1993,  on  ten  American  families.  I  hope  you  find  it  informative. 

Is  there  a  health  care  crisis?:  Millions  Are  Losing  Health  Insurance 

The  goal  of  health  care  reform  must  be  to  assure  every  person  in  America  that  he  or 
she  will  never  lose  his  or  her  health  insurance,  no  matter  what.    Attached  is  a  copy  of  a 
report  we  released  earlier  this  year  that  found  that  over  2.25  million  people  lose  their  health 
insurance  each  month.   In  the  State  of  Michigan,  for  example,  76,000  people  lose  their 
health  insurance  each  month.  Most  of  the  people  who  lose  their  coverage  will  lack  insurance 
for  less  than  five  months,  yet  a  significant  portion  will  lack  insurance  for  six  months  or 
more.  During  this  time,  families  are  at  grave  financial  risk  if  a  member  becomes  sick  or 
injured.  Over  the  course  of  a  year,  nearly  one  out  of  every  four  Americans  lose  or  lack 
health  insurance  for  part  of  the  year. 

People  lose  their  health  insurance  for  a  variety  of  reasons.  Many  people,  for  example, 
lose  their  coverage  because  they  lose  their  jobs,  their  employer's  policy  is  canceled,  or  they 
change  jobs.   While  most  of  them  regain  coverage  in  the  future,  some  never  regain  their 
coverage  and  others  will  be  subject  to  limitations  on  coverage  for  pre-existing  conditions. 

American  families  with  a  member  who  has  chronic  a  health  condition  can  easily  fmd 
themselves  in  the  position  of  being  unable  to  change  jobs  because  the  family  is  dependent  on 
the  health  insurance  obtained  through  one  family  member's  job.  One  in  five  (19%)  workers 
report  that  they  or  a  family  member  are  locked  in  their  jobs  because  new  work  offers  limited 
or  no  health  insurance.  :-. 


Achieving  Universal  Coverage 

We  believe  that  no  one  should  lose  or  lack  high-quality  health  care  coverage.    Health 
security  must  be  assured  for  all  Americans.   Several  alternatives  to  reform  the  health  care 
system  have  been  proposed  by  Members  of  Congress.  They  do  not  all  reach  the  goal  of 
universal  coverage.   Three  basic  approaches  could  result  in  universal  coverage:  an  individual 
mandate,  a  single  payer  system,  and  an  employer  mandate. 
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Families  USA  has  concluded  that  the  best  way  to  reach  universal  coverage  is  through 
an  employer  mandate.    Compared  to  all  other  solutions,  an  employer  mandate  builds  on  our 
employer-based  insurance  system  and  would  be  the  least  disruptive.    It  would  level  the 
playing  field  among  different  employers,  most  of  whom  provide  such  coverage  today.    It 
would  also  eliminate  the  large,  unpredictable  and  inequitable  cost  shifts  that  employers  bear 
today  for  the  uninsured  workers  of  other  employers.  It  is  a  practical  and  fair  way  to  achieve 
our  goal. 

I  would  like  to  further  explain  why  an  employer  mandate  is  the  best  solution  for  our 
current  crisis. 

The  status  quo 

Today,  most  businesses  provide  insurance  for  their  employees.  Yet,  small  business 
owners,  employees  and  their  families  encounter  great  difficulties  obtaining  affordable  health 
insurance. 

Small  groups  generally  must  pay  ten  to  forty  percent  more  for  health  insurance  than 
large  groups.  Those  who  would  purchase  health  insurance  as  individuals  or  as  part  of  a  small 
business  group  face  another  formidable  barrier  to  health  coverage  because  of  medical 
underwriting  practices.  Medical  underwriting  is  the  process  by  which  ar  insurer  evaluates  the 
health  history  and  the  potential  for  poor  health  status  and  high  claims  for  an  individual  or 
group.  Based  on  current  underwriting  practices,  approximately  15  percent  of  all  small 
businesses  are  ineligible  for  insurance  or  eligible  only  for  restricted  coverage. 

Tinkering  will  not  solve  the  crisis. 

Some  Members  argue  that  changing  the  rules  by  which  businesses  purchase  coverage 
is  sufficient  reform.  In  1992,  we  prepared  a  study  of  insurance  market  reforms  that 
concluded  that  changes  in  insurance  company  rules,  in  isolation,  would ',mean  that  many  more 
businesses  would  see  their  premiums  rise  as  would  see  their  premiums  go  down.  Market 
reforms  only  might  result  in  increased  access  for  some  minority  of  people  who  are  without 
coverage  but  the  premiums  for  most  businesses  would  continue  to  soar  and  even  be 
exacerbated.  The  major  problems  of  eliminating  the  extra  costs  for  uncompensated  care  and 
out-of-control  premiums  would  continue  unabated  for  all  businesses  and  millions  of  people 
would  continue  to  lack  coverage.  While  we  agree  that  health  care  reform  must  change  the 
rules  by  which  insurance  companies  operate,  insurance  reform  without  comprehensive  reform 
will  not  work. 

Similarly,  creating  insurance  pools,  as  some  Members  have  suggested,  which  do  not 
include  a  sufficient  number  and  cross  section  of  people,  thereby  resulting  in  higher  premiums 
for  people  who  are  in  the  pool.  If  insurance  pools  only  include  the  Medicaid  population,  self- 
selected,  previously  uninsured  people  and  a  small  number  of  businesses  that  self-select  to  buy 
coverage,  the  pool  will  consist  of  the  riskiest  population  only.  This  pool  will  not  be  large 
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enough  to  spread  the  financial  risk  and  will  result  in  higher  premiums  for  those  people  in  the 
pool. 

Some  Members  have  suggested  that  an  employer  mandate  is  not  necessary  to  ensure 
coverage  for  low  income  people  because  government  subsidies  would  be  sufficient  to  help 
them  purchase  coverage.  The  amount  of  the  subsidy  will  determine  whether  this  population 
can  afford  the  coverage.  Under  The  Managed  Competition  Act  of  1993,  H.R.  3222,  the 
subsidy  scheme  is  woefully  inadequate  to  ensure  affordable  coverage.  To  illustrate  our 
concern,  we  took  the  average  premium  for  the  benefit  package  in  H.R.  3600,  which  is 
$5,565,  and  applied  the  subsidies  required  in  H.R.  3222.   Under  this  scenario,  a  family  of 
four  whose  income  is  150%  of  poverty  (using  1994  federal  poverty  guidelines)  would  have  to 
pay  12.5%  of  their  income  for  that  plan.   The  same  family  at  175%  of  poverty  would  have 
to  pay  16%  and  at  200%  of  poverty  would  pay  18.8%  of  income  for  premiums. 

We  also  applied  the  subsidy  structure  in  H.R.  3222  to  a  plan  which  costs  $4,730. 
This  figure,  $4,730  ia  an  approximate  premium  for  the  low  cost  plan.    We  reached  this 
amount  by  reducing  the  H.R.  3600  premium  of  $5,565  by  15%'.    A  family  of  four  whose 
income  is  at  150%  of  poverty  would  have  to  pay  11%  of  their  income  for  this  low  cost  plan. 
The  same  family  at  175%  of  poverty/  would  have  to  pay  14%  of  their  income  toward 
premiums  and  the  same  family  at  200%  of  poverty  would  pay  16%  of  their  income  for 
premiums.   They  also  would  have  to  pay  more  to  cover  their  out-of-pocket  expenses  for 
copayments  and  services  that  are  not  covered  by  the  plan.   Since  the  services  in  H.R.  3222 
are  not  specified  in  the  bills,  uncovered  services  could  be  a  significant  cost  to  families.   The 
H.R.  3222  subsidy  scheme  leaves  health  health  insurance  unaffordable  for  lower  income 
families. 

Individual  Mandate 

One  way,  in  theory,  to  reach  the  goal  of  universal  coverage  is  the  individual  mandate. 
Under  this  scheme,  all  individuals,  not  employers,  are  required  to  purchase  their  own  health 
insurance.  Employers  could  be  required  to  offer  coverage,  but  would  not  be  required  to  pay 
for  any  part  of  the  premium. 

But,  can  coverage  under  this  scheme  be  affordable?  In  order  to  make  coverage 
affordable  for  individuals  significant  subsidies  would  have  to  accompany  such  a  mandate.  We 
know  that  most  businesses  that  do  not  provide  coverage  are  small  businesses,  many  with  low- 
wage  workers.  Without  employers  contributing  a  portion  of  the  premium  cost,  the  entire 
burden  becomes  the  individual's.  These  are  the  individuals  that  can  least  afford  to  pay  the 


'This  figure  is  based  on  a  CBO  analysis  that  group  and  staff  model  HMO  can  provide 
health  care  more  efficiently  than  any  other  organizational  forms  and  reduce  personal  health 
expenditures  by  15%.   CBO  Estimates  of  Health  Care  Proposals  from  the  102nd  Congress, 
July  1993. 
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entire  premium  for  coverage.  For  example,  a  worker  making  $12,000  c.  year  would  have  to 
pay  a  quarter  to  a  third  of  his  entire  income  for  health  insurance.  Without  an  employer 
contribution,  in  order  to  make  the  coverage  affordable,  taxpayers  will   have  to  foot  the  entire 
cost  of  adequate  subsidies. 

Additionally,  employers  that  now  provide  financial  help  for  coverage  may  decide  to 
drop  their  contribution  if  federal  subsidies  are  available  for  individuals.  This  would,  in  turn, 
increase  the  total  funds  needed  to  make  the  individual  mandate  affordable. 

Federal  government  costs  would  also  increase  as  a  result  of  increased  administrative 
responsibilities.  An  individual  mandate  would  necessitate  an  enlarged  bureaucracy  to  keep 
track  of  each  individual's  coverage  status. 

Given  the  current  budget  constraints  this  country  faces,  an  individual  mandate  would 
create  a  significant  financial  burden  that  the  taxpayers  and  Congress  are  not  likely  to 
embrace. 


Single  Payer 

A  single  payer,  Canadian-style  system  has  been  touted  by  many  as  the  most  simple, 
straightforward  approach  to  ensuring  universal  coverage.   For  Canadians  to  receive  care, 
they  must  present  their  national  card  to  doctors,  who  bill  their  provincial  governments;  the 
provinces  fund  hospitals  directly  under  set  budgets.    All  this  is  paid  for  from  significant 
provincial  and  federal  revenues  collected  from  citizens  and  employers. 

Clearly,  the  goal  of  providing  health  security  for  all  Americans  would  be  reached  if 
this  model  were  enacted  in  this  country.  The  political,  as  opposed  to  the  substantive, 
practicality  of  this  approach,  however,  is  questionable.   The  wholesale  redistributional 
changes,  as  well  as  the  need  for  unpopular  tax  increases  makes  the  tax-financed  option  less 
politically  viable. 

Employer  and  Employee  Mandate 

It  is  clear  that  an  employer  mandate  which  requires  all  employers  and  employees  to 
contribute  toward  their  coverage  is  a  fair  and  practical  way  to  reach  the  goal  of  universal 
coverage. 

The  reasons  we  support  an  employer  mandate  are  as  follows: 

•  It  is  the  alternative  that  is  least  disruptive  to  the  current  system.  Since  most 
employers  now  provide  coverage,  an  employer  mandate  would  help  fill  in  the  gaps  for 
working  families.  It  would  not  unravel  a  system  that  does  work  for  many  Americans. 


83-724   0-94-8 
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•  It  levels  the  playing  field.   Most  employers  are  contributing  tOA'ard  their 
employees'  coverage  now.    Additionally,  many  employers  are  paying  for  the  coverage  of 
working  spouses  whose  employers  do  not  want  to  pay  their  fair  share.  Employers  who  pay 
for  coverage  also  foot  the  bill  for  uncompensated  care  of  those  people  who  are  uninsured  and 
who  have  jobs  that  do  not  provide  coverage. 

•  It  requires  a  smaller  tax  burden  than  either  an  individual  mandate  which  leaves  the 
whole  burden  of  the  cost  on  the  individual  and  the  taxpayers  or  the  single  payor  model  which 
requires  massive  changes  in  the  collection  and  distribution  of  tax  dollars. 

•  Recent  polling  seems  to  indicate  that  Americans  are  comfortable  with  building  on 
the  current  employer-based  system  by  imposing  an  employer  mandate. 

We  recognize  that  some  employers  and  employees  will  need  subsidies  to  help  meet 
their  financial  obligations.    Small  businesses  and  low-income  individuals  specifically  will 
need  such  assistance.    The  federal  government,  we  believe,  should  provide  these  subsidies, 
which  would  total  far  less  than  under  an  individual  mandate. 

A  frequently  heard  criticism  that  is  made  of  the  employer  mandate  is  that  jobs  will  be 
lost  if  this  system  is  imposed.  Yet,  under  the  President's  health  reform  bill,  significant 
subsidies  are  given  to  small  businesses  (and  individuals)  that  will  need  financial  assistance  to 
meet  their  obligations.  For  the  worker  that  makes  $12,000,  for  example,  the  employer 
contribution  equals  a  $.20  and  hour  increase.    Increases  in  the  minimum  wage  at  even  higher 
levels  have  never  produced  the  doom  and  gloom  scenarios  of  job  loss  that  were  predicted. 
Moreover,  for  the  businesses  that  already  pay  for  health  care  coverage,ithey  will  receive 
relief  because  they  no  longer  will  need  to  subsidize  the  costs  of  uncompensated  care. 

Conclusion 

This  year  we  must  enact  comprehensive  health  care  reform  that  will  guarantee  that 
families  will  never  lose  their  health  insurance.  The  goal  is  within  our  reach.  Requiring 
employers  and  employees  to  contribute  to  coverage  can  get  us  to  that  goal.  We  look  forward 
to  working  with  you  as  we  complete  this  task. 
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PEOPLE  WHO  WILL  LOSE  THEIR  INSURANCE 

Over  two  million  Americans  lose  their  health 
insurance  each  month. '  Most  of  these  people  will  lack 
insurance  for  less  than  five  months,  yet  a  sigruficant 
portion  will  lack  insurance  for  six  months  or  more.  ■ 
During  this  time,  families  are  at  grave  financial  risk  if 
a  member  becomes  sick  or  injured. 


Jerry  and  Donna  Weldon  live  in  Fenton,  Missouri  with  their  two 
young  children.  Jerry  is  a  plumber  and  the  family  is  covered  through 
Jerry's  union.  Every  three  months.  Jerry  must  work  a  minimum 
number  of  hours  in  order  to  qualify  for  health  insurance  coverage. 
Lately,  work  has  been  slow  atul  the  number  of  hours  required  by  the 
union  for  health  insurance  will  be  increasing.  The  Weldons '  eight- 
year-old  son  has  leukemia  and  he  had  a  bone  marrow  transplant  this 
fall.  After  this  procedure,  he  will  need  ongoing  medical  care  and 
prescription  drugs.  The  Weldons  are  worried  that  they  will  lose  their 
insurance  in  the  future  because  of  Jerry's  lack  of  work  and  the  in- 
creasing number  of  required  hours  for  insurance. 


CUNTON: 

The  Weldons  would  always  have  the  same  comprehensive  insurance,  reganSess  of  how  much  work  Jetry 
gets. 

As  of  1 998,  the  Clinton  bill  would  guarantee  that  no  Amencan  would  lose  their  health  insurance,  regardless  of  any  changes  in 
health,  employment  or  economic  status. 

Worlcers  and  their  families  would  receive  insurance  coverage  through  their  employment.  Self-employed  or  unemployed  people  and 
their  families  would  purchase  coverage  directly.  Their  insurance  premiums  would  be  fully  tax  deductble.  instead  of  only  25  percent 
deduirtible  as  they  are  now.  Discounts  would  help  busir>esses  and  families  afford  tt>eir  premiums. 

Families  would  choose  from  a  vaneTy  of  health  plans  offered  by  regional  health  alliances  wrtiefe  they  live.  Employees  of  firms  with 
more  than  5.000  employees  could  choose  from  at  least  three  plans  offered  by  their  firm. 

COOPER: 

The  Weldons  would  stiB  have  to  worry  about  losing  health  insurance. 


Under  the  Cooper  bill,  all  individuals,  families  and  small  businesses  ttiat  choose  to  purchase  health  insurance  would  do  so  through 
their  local  cooperative.  Employers  would  choose  to  contribute  or  not  contribute  to  their  erriployees'  health  insurance  prenruums.  as 
they  do  now. 
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Employees  and  their  families  could  still  lose  their  health  insurance  if  they  lost  their  |ob;  If  they  changed  jobs-  if  their  employer  could 
no  longer  afford  the  premiums;  if  they  retired  before  age  65;  and  for  a  variety  of  other  reasons.  ennpioyer  could 

Low-income  families  and  individuals  who  choose  to  purchase  insurance  would  be  eligible  for  some  financial  assistance. 

plan  ^"'"'"  ^"^  '"'*'*"''"^'^  *'"'  Pu'c^^e  insurance  on  their  own  could  deduct  from  their  taxes  the  premium  for  the  lowest-pnced 


1.  Families  USA  Foundation,  Losing  Health  Insurance  (Washington,  D.C.:  Families  USA  Foundation,  1993). 

^hen'uh  Ce^ri^n'r?;  i°r!l«  M^^""  ?"''7;'"°'''V  McBride,  'Spells  Without  Health  Insurance:  The  Distribution  of  Durations 
When  Left-Censored  Spells  are  Included,'  InquirY  vol.  30,  (Spring  1993),  pp.  77-83. 
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CARE  UNAVAILABLE  FOR  MEDICAID  BENEFICIARIES 

Low-income  Americans  face  numerous  barriers  to  medical  care,  even  when  they 
are  covered  by  Medicaid,  the  government 's  health  insurance  program  for  low-income 
persons.  Last  year,  almost  one  out  of  five  adults  receiving  Medicaid  were  turned 
away  by  a  hospital  or  a  doctor.  Another  20  percent  had  to  go  to  an  emergency  room 
for  care  because  they  did  not  have  a  regular  doctor. ' 


In  late  1990,  Sherri  Wilbum  of  Blount  County,  Tennessee  learned  she  was  pregnant.  Although  she 
qualified  for  Medicaid  coverage,  neither  Sherri  nor  a  social  worker  at  the  local  health  department  could  find 
a  doaor  willing  to  provide  Sherri  with  prenatal  care.  Sherri  was  finally  able  to  schedule  her  first  doaor 
visit  for  in  her  seventh  month  of  pregnancy.  Three  days  before  her  scheduled  appointment  to  begin  prenatal 
care.  Sherri  went  into  labor.  Her  daughter,  Cassandra,  suffered  brain  damage  and  was  hospitalized  for 
months.  Cassandra  will  need  special  education  and  ongoing  physical  therapy.  According  to  one  of 
Cassandra's  doaors,  Sherri's  pregnancy  was  'complicated  by  a  lack  of  prenatal  care. ' 


CUNTON: 

Sherri  WSbunn  would  have  her  choice  of  any  insurance  plan  offered  in  her  region  with  an  average  premium 
or  lower. 

Under  the  Clinton  bill,  all  Medicaid  beneficiaries  would  have  access  to  the  same  plans  offered  by  tfie  regional  health  alliances  as 
everyone  else. 

For  individuals  like  Sherri  Wilbum  who  are  eligible  for  Aid  to  Families  with  Dependent  Children  (AFDCI  or  individuals  who  receive 
Supplemental  Security  Income  (SSII,  the  Medicaid  program  would  make  payments  to  the  health  alliances  and  allow  beneficiaries  to 
choose  among  all  health  plans  with  premiums  equal  to  or  below  the  average. 

Those  who  receive  cash  assistance  would  be  responsible  for  very  small  copayments.  They  would  continue  to  receive  all  mandatory 
Medicaid  benefits  and  any  optional  benefits  that  the  state  chooses  to  provide  tfut  are  not  included  in  the  comprehensive  beriefits 

package. 

Sherri's  daughter  would  be  eligible  for  services  through  a  new  federal  program  for  low-income  children  with  special  needs. 

Persons  currently  receiving  Medicaid,  but  not  receiving  cash  assistance,  would  obtain  their  health  insurance  through  their  regional 
health  alliance  in  the  same  manner  as  all  other  persons.  Persons  with  incomes  below  1 50  percent  of  poverty  would  be  eligible  for 
some  assistance  with  their  premium  costs. 

COOPER: 

Sherri  Wlbum  would  be  fu0y  subsidized  for  only  the  lowest-priced  i^n  offered  by  her  local  purchasing 
cooperative. 

Under  the  Cooper  bill,  Medicaid  would  be  replaced.  The  funds  would  be  used  to  pay  the  premium  for  tfie  lowest-pnced  plan 
offered  by  tfie  kical  purchasing  cooperative  for  individuals  and  families  with  incomes  under  1 00  percent  of  poverty. 
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All  individuals  and  families  with  incomes  between  100  and  200  percent  of  poverty  would  be  eligible  for  some  assistance  with  the 
cost  of  the  premium  for  the  lowestprfced  plan,  based  on  a  sliding  scale  All  individuals  and  families  with  incomes  under  200  percent 
0   poverty  would  be  responsible  for  only  a  portion  of  the  difference  in  premiums  between  the  lowest-pnced  plan  and  higherpnced 
plans  and  tor  reduced  deductibles  and  copayments. 

For  those  with  incomes  under  100  percent  of  poverty,  the  Cooper  bill  would  cover  prescription  drugs,  heanng  aids  and  eve-olasses 
and  other  benefits  currently  covered  by  Medicaid  and  not  included  in  the  standard  benefits  package 

1 .  Kaiser  Family  Foundation,  'News  Release:  New  Survey  Shows  Significant  Gaps  in  Medicaid  Safety  Net"  (Menio  Park  CA- 
Kaiser  Family  Foundation,  March  17,  1993). 
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INADEQUATE  INSURANCE 

Millions  of  Americans  have  inadequate  insurance  that  can  leave  them  with  thou- 
sands of  dollars  in  medical  bills.  Such  inadequate  coverage  is  most  common  for 
families  who  buy  non-group  coverage  and  can  only  afford  or  qualify  for  very  limited 
coverage  with  high  deductibles,  high  copayments  or  limitations  in  benefits.  Families 
USA  estimates  that  18  million  Americans  who  have  insurance  are  currently  spending 
ten  percent  or  more  of  their  pretax  income  on  out-of-pocket  health  expenses. 
excluding  expenses  for  nursing  home  care,  health  insurance  premiums.  Medicare 
payroll  taxes,  federal,  state  and  local  taxes,  and  wages  lost  because  of  their  employ- 
ers '  costs  for  health  insurance. '  Economists  generally  consider  individuals  to  be 
underinsured  if  they  are  at  risk  of  spending  ten  percent  or  more  of  their  income  on 
out-of-pocket  healdi  costs.' 


Susan  and  David  Mast  live  in  Wheaton ,  Maryland  with  their  three 
young  children.  David  Mast  is  a  self-employed  contraaor.  In  1992, 
his  income  was  about  $20,000.  He  paid  $4,000  to  purchase  health 
insurance  on  his  own  for  his  family,  but  couldn  't  afford  the  extra 
$4,000  a  year  maternity  coverage  would  have  cost.  Even  then,  the 
coverage  wouldn't  have  been  effective  for  one  year.  Their  son, 
Joshua,  was  bom  in  February  1992.  Susan  Mast  worked  two  jobs 
as  a  proofreader  and  typesetter  and  took  in  babysitting  and 
accounting  work  to  pay  off  the  $3,300  bill  from  that  birth. 


CLINTON: 


The  Mast  family  wouM  have  a  choice  of  health  insurance  plans  that  provide  comprehensive  benefits,  and 
would  save  about  $2,000  a  year  in  premium  costs. 

The  Clinton  bill  specifies  a  comprehensive  benefit  package  that  would  cover  a  full  range  of  services. 

The  guaranteed  national  benefits  have  no  lifetime  limrtations  on  coverage  and  would  include:  hospital  services:  emergencv 
services;  services  of  physicians  and  other  health  professionals;  mental  health  and  substance  abuse  services;  family  planning  services; 
pregnancy-related  services;  hospice  care:  home  health  care:  extended-care  services:  ambulance  services;  outpatient  laboratory  and 
diagrK)stic  services;  outpatient  prescnption  drugs  and  biologioals;  outpatient  rehabilrtatton  services;  durable  medical  equipment, 
prosthetic  and  orthobc  devices;  vision  and  heanng  care;  dental  services;  and  health  educabon  classes. 

A  variety  of  preventive  services  would  be  available  at  no  cost.  Prescription  drug,  dental,  vision  and  mental  illness  services  would 
be  more  generous  tfian  many  plans  today. 

No  individual  would  have  to  spend  more  tfian  $1,500  annually  for  covered  services  and  no  family  would  fiave  to  spend  more  ttun 
$3,000  annually. 

Based  on  national  average  premiums,  the  Mast  family  would  pay  approximatelY  $2,000  for  health  insurance,  and  that  amount 
would  be  fully  tax  deductible. 
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COOPER: 

Would  not  guarantee  the  Mast  family  comprehensive  health  benefits. 

The  Cooper  bill  would  require  all  health  plans  to  provide  a  uniform  set  of  effective  benefits,  but  the  bill  fails  to  specify  what  bene- 
fits would  be  covered  within  the  broad  categones  of  medicatly  appropriate  treatments,  the  full  range  of 

effective  clinical  preventive  services  and  a  full  range  of  diagnostic  services.  The  bill  does  not  specify  limits  on  the  amount  families 
would  have  to  pay  m  deductibles  and  copayments.  The  bill  leaves  these  decisions  to  a  Health  Care  Standards  Commission  and  then  to 
the  Congress. 

The  Heath  Care  Standards  Commission  and  the  Congress  could  review  annually  the  unrform  set  of  effective  benefits.  Thus, 
benefits  could  be  modified  or  eliminated  every  year. 

Because  their  family  income  is  under  200  percent  of  poverty,  the  Mast  family  would  be  eligible  for  some  assistance  to  cover  tfie 
cost  of  their  premium.  Given  their  income,  the  Masts  would  have  to  pay  about  19  percent  of  the  premium  for  the  lowest-phced  plan, 
and  that  amount  would  be  tax  deductible. 

Since  the  Cooper  bill  does  not  specify  a  benefit  package,  it  is  impossible  to  determine  the  amount  the  Mast  family  would  have  to 
pay  for  premiums,  deductibles,  copayments  and  uncovered  services. 

1 .  Families  USA  Foundation,  Half  of  Us.'  families  Priced  Out  of  Health  Protection  (Washington,  D.C.:  Families  USA  Foundation, 
1993). 

2.  Pamela  J.  Farley,  'Who  Are  the  Underinsured?'  Milbank  Memorial  Fund  Quarterly/Health  and  Society  vol.  63,  no.  63,  (19851, 
pp.  477-501. 
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HIGH  PRESCRIPTION  DRUG  COSTS 

An  estimated  72  million  Americans  currently  lack  health  insurance  for  pre- 
scription drugs. '  Medicare  does  not  cover  outpatient  prescription  drug  costs.  Elderly 
persons  lake  more  prescriptions,  on  average,  than  younger  people  and  have  higher 
drug  costs,  but  less  than  half  (49%)  of  all  elderly  Americans  have  prescription  drug 
coverage.'  As  a  result,  elderly  persons  pay  almost  two-thirds  (64%)  of  their 
prescription  drug  costs  out  of  pocket.  ■* 


lona  O'Neill  is  an  83-year-old  resident  of  Spring  Hill,  Florida, 
lona  's  income  from  Social  Security  is  less  than  $7(X)per  month.  She 
has  no  insurance  covering  prescription  drug  costs,  lona  suffered 
bladder  cancer  and  now  spends  $3(X)  per  month  on  medicine.  Her 
income  is  too  high,  however,  to  qualify  for  any  public  assistance 
with  prescription  drug  costs. 


CUNTON: 

lona  O'NeM  wouU  not  have  to  pay  more  than  $1, 132  a  year  for  prescription  drugs. 

As  Of  January  1 ,  1 996  under  the  Clinton  bill.  Medicare  beneficiaries  would  be  eligible  for  a  new  outpatient  prescnption  drug 
benefit 

After  an  annual  deductible  of  $250  per  person.  Medicare  beneficiaries  would  pay  only  20  percent  of  prescnption  drug  costs  up  to 
an  annual  rraximum  of  $1,000  (including  ttie  deductible!.  After  reaching  ttiat  maximunn.  Medicare  would  cover  all  drug  costs.  The 
benefrt  would  be  part  of  Medicare  Part  B.  Medicare  beneficianes  pay  Part  B  premiums  tfiat  cover  26  percent  of  Part  B  costs.  The 
additional  Part  B  premium  for  the  prescription  drug  benefit  would  be  approximately  S1 1  per  month.  After  1996,  tfie  deductible  and 
out-of-pocket  maximum  would  increase  only  for  inflation. 

Those  Medicare  beneficianes  who  purchase  Medigap  insurance  will  also  benefit  from  this  new  coverage.  Three  of  the  ten  Medigap 
policies  on  the  market  today  have  prescnption  drug  coverage.  The  most  generous  prescnption  coverage  available  through  Medigap  fias 
a  $250  deductible,  50  percent  coinsurance  and  a  $3,000  maximum  annual  benefit.  Medicare  beneficianes  who  purchase  Medigap 
insurance  with  some  prescnption  drug  coverage  will  be  able  to  save  money  by  purchasing  policies  without  this  coverage  and  see  their 
benefits  improve. 

All  Amencans  under  age  65  also  would  have  coverage  for  prescnption  drug  costs  as  of  1998  under  ttie  Clinton  bill.  Under  the 
lower  cost-shanng  plan,  individuals  and  families  would  pay  only  $5.00  per  prescnption.  Under  the  higher  cost-shanng  plan,  after 
meeting  a  $250  deductible  per  person,  individuals  and  families  would  pay  only  20  percent  of  prescription  drug  costs.  If  an  individual's 
health  costs  exceeded  $1,500  or  a  family's  costs  exceeded  $3,000  in  a  year,  tfiey  would  no  longer  have  to  make  any  additional 
payments  for  prescnption  drugs. 


COOPER: 


lona  O  'Nem  would  stS  have  to  spend  f3, 600  or  more  a  year  for  prescription  drugs. 

The  Cooper  bill  would  not  expand  Medicare  coverage  to  include  prescription  drugs. 
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For  those  under  age  65,  the  Cooper  bill  does  not  require  coverage  of  all  prescription  drug  costs.  A  Health  Care  Standards 
Commissioii  would  define,  and  the  Congress  would  approve,  a  uniform  set  of  effective  benefits  that  provide  medicallv  appropriate 
treatment.  As  part  of  the  uniform  set  of  effective  benefits,  the  Commission  also  would  specify  the  level  of  deductibles  and 
copayments. 

The  uniform  set  of  benefits  could  be  reviewed  annually  by  the  Health  Care  Standards  Commission  and  the  Congress  Thus 
benefits  could  be  modified  or  eliminated  every  year. 

The  Cooper  bill  would  cover  prescription  drugs  for  persons  with  incomes  under  100  percent  of  poverty 

r  John  Rother.  'Statement  of  the  American  Association  of  Retired  Persons  on  the  Health  Care  Crisis  in  America   A  Growing 
Threat  to  Economic  Security,"  Testimony  before  the  Joint  Economic  Committee,  U.S.  Congress  (Washington    D  C     AARP 
September  15,  1993).  ,      ,     .    .. 

2.  American  Association  of  Retired  Persons  Public  Policy  Institute,  'Older  Americans  and  Prescription  Drugs:  Utilization 
Expenditures  and  Coverage,'  Issue  Brief  Number  Nine  (Washington,  D.C.:  AARP,  September  1991). 

3^Families  USA  Foundation,  Prescription  Costs:  America's  Other  Drug  Crisis  (Washington,  DC:  Families  USA  Foundation, 
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EARLY  RETIREES  LOSING  HEALTH  BENEFITS 

One-third  (32%)  of  all  retirees  who  have  health  insurance  coverage  through 
their  former  employers  are  under  age  65. '  In  light  of  skyrocketing  health  care  costs 
and  new  accounting  rules  requiring  employers  to  report  this  liability,  companies  are 
cuaing  health  benefits  for  current  and  future  retirees.  A  recent  major  survey  of  larger 
corporations  found  that  12  percent  of  companies  responding  have  eliminated  or  plan 
to  eliminate  all  retiree  health  benefits.  Another  56  percent  have  reduced  or  plan  to 
reduce  health  benefits  covered.  ^ 


Kazimer  'Casey '  Patelsid  and  his  wife  Bonnie  live  in  Costa  Mesa, 
California.  Casey  was  a  design  engineer  for  McDonnell  Douglas  for 
28  years.  He  helped  design  various  aircraft,  missiles,  satellites  and 
the  Skylab  Space  Station.  Casey,  who  suffered  from  polio  as  a  young 
man.  turned  down  numerous  job  offers  from  other  companies  over 
the  years  because  of  the  generous  retirement  benefits,  including 
health  insurance,  promised  by  McDonnell  Douglas.  When  Casey 
retired  at  age  63,  he  was  assured  that  he  and  Bonnie  would  have 
health  insurance  coverage  for  the  rest  of  their  lives.  A  year  later, 
McDonnell  Douglas  announced  that  it  was  elimituaing  health  insur- 
ance benefits  for  all  retirees.  Current  retirees,  like  the  Patelskis, 
were  allowed  to  purchase  health  insurance  coverage  with  their 
pension  funds. 


CUNTON: 

The  fedeni  government  woiM  pay  80  percent  of  the  Patelskis '  health  ktsurance  premiums  until  Mr. 
Patelski  was  eBgible  for  Medicare. 

The  Clinton  bill  would  provide  earty  retirees  and  their  families  with  guaranteed  health  coverage.  Under  this  bill,  the  federal 
government  would  pay  80  percent  of  premiums  for  retirees  between  the  ages  of  55  and  65.  For  retirees  whose  previous  employers 
currently  pay  retree  health  costs,  tfieir  employers  would  now  pay  tfie  retirees'  share  of  premiums  (20  percent). 

COOPER: 


The  Patelskis  would  stiB  have  to  pay  100  percent  of  their  health  insurance  premiums. 

The  Cooper  bill  would  provide  no  federal  assistance  for  earty  retirees  who  are  not  yet  eligible  for  Medicare,  or  their  families. 

If  tf)e  Patelskis  choose  to  buy  insurance,  under  this  bill  they  would  buy  ttiat  insurance  through  their  local  purcfiasing  cooperative. 

Thor  premiums  would  probably  be  less  ttian  if  they  had  to  buy  insurance  on  their  own.  but  tfiey  could  pay  higher  premiums  tfian 
others  in  tfie  purchasing  cooperative  because  of  their  age. 
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2.  Hewitt  Associates,  FASB  Retiree  Health  Accounting  (Lincolnshire,  IL:  Hewin  Associates,  October  1993). 
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JOB  LOCK 

American  families  vw'rt  a  member  vwto  has  a  chronic  health  condition  can  easily 
find  themselves  in  the  position  of  being  unable  to  change  jobs  because  the  family  is 
dependent  on  the  health  insurance  obtained  through  one  family  member's  job.  One  in 
five  (19%)  workers  report  that  they  or  a  family  member  are  locked  in  their  jobs 
because  new  work  offers  limited  or  no  health  insurance. ' 


Melanie  and  Randy  Wood  live  in  Houston,  Texas  with  their  three 
children.  After  her  third  child  was  bom,  Melanie  intended  to  leave 
her  job  to  become  a  full-time  mother.  At  the  time,  the  family  had 
health  insurance  coverage  through  Melanie 's  job.  Jordan,  now  ten, 
was  bom  viith  Sturge-Weber  syndrome,  a  congenital  neurological 
disorder.  Jordan  also  has  hydrocephalus  and  needs  a  shuru  to  drain 
excess  fluid  from  his  brain.  Melanie  started  calling  insurance 
companies  immediately  after  Jordan 's  birth  and  found  that  Jordan 
was  uninsurable.  Since  Randy  is  self-employed,  Melanie  was  forced 
to  return  to  work  in  order  to  keep  health  insurance  for  her  family. 


CLINTON: 


Melanie  Wood  could  become  a  fuB-time  mother  and  the  Wood  famHy  would  have  a  choice  of  health 
insurance  plans  for  the  same  premium  as  everyone  else,  approximately  $2,000  a  year. 

The  Clinton  bill  would  eliminate  job  lock  because  it  guarantees  all  Americans  affordable,  comprehensive  health  coverage. 

As  of  1 998,  all  emplovers  would  contribute  80  percent  of  average  premium  costs  for  health  insurance  for  workers  and  their 
families,  or  more  if  they  choose.  As  a  result,  workers  would  no  longer  fiave  to  choose  between  jobs  that  offer  health  benefits  and 
those  that  do  not. 

This  insurance  would  be  affordable  for  small  businesses  and  individuals  because  low-wage  businesses  and  individuals  would  be 
eligible  for  discounts  on  premiums;  because  no  business  or  self-employed  individual  would  have  to  spend  more  than  7.9  percent  of 
their  payroll  on  premiums;  and  because  premiums  could  increase  no  faster  than  inflation  by  the  end  of  the  decade. 

Immediately  upon  enactment,  the  Clinton  bill  would  prohibit  insurers  from  excluding  pre-existing  conditions  for  individuals  and  ttieir 
families  who  were  insured  within  the  previous  90-day  period.  For  individuals  and  their  families  who  were  not  previously  insured, 
insurers  could  limit  coverage  for  pre-existing  conditions  for  no  more  than  six  months.  This  bill  also  would  require  insurers  to  accept 
immediately  all  newly-hired,  full-time  employees  and  their  families  added  to  groups  currently  insured.  By  1998,  this  bill  would  prohibit 
exclusions  for  pre-existing  conditions  under  any  circumstances. 

If  Melanie  Wood  stayed  home  with  her  children,  the  Wood  family  would  purchase  their  insurance  through  ttieir  regional  health 
alliance  and  have  the  same  choices  as  everyone  else  in  the  region.  They  would  be  eligible  for  significant  discounts  on  their  premiums 
based  on  their  income.  Based  on  natonal  average  premiums,  the  Wood  family  would  pay  approximately  $2,000  a  year  for 
comprehensive  health  insurance.  Since  Randy  Wood  is  self-employed,  that  amount  would  be  fully  tax  deductible. 
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COOPER: 

//  Melanie  Wood  became  a  full-time  mother,  the  family  could  purcfuse  insurance  and  would  be  eligible  for 
assistance  with  premium  costs,  but  there  is  no  way  of  knowing  what  benefits  their  premiums  would  cover 
ar>d  what  out-of-pocket  expenses  they  would  have.  This  bHI  would  not  eliminate  job  lock  for  workers  who 
wish  to  change  from  a  job  with  health  benefits  to  a  job  that  does  not  have  health  benefits. 

The  Cooper  bill  would  not  eliminate  job  lock.  Since  employer  contributions  to  health  insurance  would  remain  voluntary,  most 
employers  who  do  not  contnbute  to  health  insurance  now  would  not  in  the  future.  Thus,  workers  would  still  have  to  choose  between 
lObs  that  offer  health  insurance  benefrts  and  those  that  do  not. 

Individuals  and  small  businesses  could  purchase  insurance  through  their  local  purchasing  cooperative.  The  premium  cost  would  be 
tax  deductible,  but  only  up  to  the  cost  of  the  lowest-pnced  plan.  Insurance  premiums  would  vary  by  age.  Any  plan  that  denied 
coverage  to  any  person,  family  or  group  because  of  one  person's  health  condition  would  not  be  tax  deductible.  For  individuals  and 
families  who  lacked  insurance  coverage  for  three  months,  insurers  could  limrt  coverage  for  six  months  for  any  pre-existing  condition 
that  appeared  in  the  last  three  months. 

The  Cooper  bill  would  not  limit  the  amount  insurance  premiums  could  increase  each  year.  It  would  not  provide  any  discounts  to 
small  businesses  or  self-employed  persons,  or  limit  the  percentage  of  payroll  they  could  spend  on  premiums. 

Under  this  bill,  individuals  and  families  with  incomes  under  100  percent  of  poverty  would  be  fully  subsidized  for  the  cost  of  the 
lowest-pnced  plan  and  would  pay  ten  percent  of  the  difference  between  the  cost  of  the  lowest-pnced  and  higher-pnced  plans. 
Individuals  and  families  with  incomes  between  100  and  200  percent  of  poverty  would  pay  a  percentage  of  the  premium  equal  to  the 
percentage  their  income  is  above  the  poverty  line  for  the  lowest-pnced  plan  and  that  same  percentage  of  the  difference  between  the 
cost  of  the  lowest-priced  plan  and  higher-pnced  plans. 

Since  Randy  Wood  is  self-«mployed,  the  Woods  could  purchase  ir\surance  through  their  local  purchasing  cooperative.  Since  the 
Woods'  incorne  from  Randy's  business  is  19  percent  above  the  poverty  line,  the  Woods  would  pay  about  19  percent  of  the  premium 
of  the  lowest-pnced  plan.  Since  Rar>dy  Wood  is  self-employed,  this  cost  would  be  tax  deductible.  Since  the  Cooper  bill  does  not 
specify  a  standard  benefits  package,  rt  is  impossible  to  determir>e  the  amount  the  Woods  would  have  to  pay  for  premiums, 
deductibles,  copayments  and  uncovered  services. 

1 .  Henry  J.  Kaiser  Family  Foundation  and  Louis  Harris  and  Associates. 
'News  Release:  One  in  Five  American  Families  Victim  of  'Job  Lock.' 
High  Cost  and  Lack  of  Insurance  Top  Reasons'  (Menio  Park,  CA:  Kaiser 
Family  Foundation,  October  15,  1993). 
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SMALL  BUSINESS  OWNERS  AND  THEIR  FAMILIES 

Small  business  owners,  employees  and  their  families  encounter  great  difficulties 
obtaining  e^ordable  health  insurance.  Small  groups  generally  must  pay  ten  to  40 
percent  more  for  health  insurance  than  large  groups.  Those  who  would  purchase 
health  insurance  as  indivitiuals  or  as  pan  of  a  small  business  group  face  another 
formidable  barrier  to  health  coverage— medical  underwriting  practices.  Medical 
underwriting  is  the  process  by  which  an  insurer  evaluates  the  health  history  and  the 
potential  for  poor  health  status,  and  high  claims,  for  an  indivitiual  or  group.  Based 
on  current  underwriting  practices,  appnxdmately  15  percent  of  all  small  businesses 
are  ineligible  for  insurance  or  eligible  only  for  restriaed  coverage. ' 


Ann  and  Hubert  Maddux  live  in  Corpus  Oiristi,  Texas  with  their 
four-year-old  daughter  and  infant  son.  Hubert  runs  a  tackle  shop 
and  makes  ^^proximately  $25,000  a  year.  As  a  smalt  business 
OHTier,  the  best  insurance  Hubert  could  get  for  himself  and  his 
family  was  through  his  alma  mater  in  1986.  At  that  time  his  premi- 
ums were  $1,000  a  year.  After  their  daughter  was  bom  with  Downs 
Syndrome  and  serious  heart  defeas,  the  Maddux  family 's  premiums 
increased  to  $1 7,000  annually.  For  the  last  two  years,  the  Madduxes 
have  cut  back  on  their  insurance  coverage  because  of  the  high  costs. 
As  of  January  1994,  the  Madduxes  pay  $8,520  a  year  for  their 
insurance.  But  the  policy  requires  a  $5,000  deductible  per  person, 
and  payment  of  half  of  the  first  $10,000  in  covered  expenses  per 
person.  Both  children  need  prescription  drugs  which  the  family 's 
insurance  does  not  cover.  Medicine  for  the  children  costs  the  family 
between  $100  and  $200  per  month. 


CUNTON: 


The  Maddux  family  would  save  about  $5, 700  on  health  insurance  premiums  and  would  have  a  choice  of 
plans  that  provide  comprehensive  benefits.  They  would  have  to  spend  no  more  than  $3,000  out  of  pocket 
annuaBy  for  their  family's  health  care. 

Under  the  Clinton  bill,  most  Amencans  would  obtain  their  insurance  through  consumer-controlled  regional  health  alliances.  "Pus 
pooling  of  individuals  and  businesses  would  result  in  lower  premiums  for  those  who  previously  purchased  insurance  alone  as  small 
businesses  or  individuals.  The  Maddux  family  would  pay  the  same  premium  as  all  others  under  age  65  purchasing  insurance  through 
xf\e  alliance. 

Small  businesses  and  individuals  would  no  longer  see  thar  premiums  slcyrocket  from  year  to  year.  This  bill  would  limit  the  amount 
by  which  insurance  companies  can  raise  premiums  each  year  so  that,  by  the  end  of  the  decade,  premiums  would  go  up  no  faster  than 
inflation. 
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Insurers  would  no  longer  be  able  to  set  trie  premiums  for  small  businesses  on  trie  basis  of  ttiat  group  alone.  Instead,  premiums 
would  be  based  on  health  costs  for  the  entire  region.  Insurers  would  no  longer  be  able  to  reiect  businesses  or  individuals  for  any 
reason. 

Small  businesses  would  be  eligible  for  significant  federal  discounts  on  premiums.  No  business  would  have  to  spend  more  than  7.9 
percent  of  its  payroll  for  health  insurance  costs.  Businesses  wrth  75  or  fewer  employees  would  pay  less  if  their  average  wages  are 
$24,000  or  less  The  lowest  wage  small  businesses  would  pay  only  3.5  percent  of  payfoll. 

Many  small  business  owners  would  pay  less  to  cover  themselves,  their  families  and  their  employees  than  they  now  pay  lust  to 
cover  themselves  and  their  families.  Based  on  national  average  premiums,  the  Maddux  family,  for  example,  would  pay  no  more  than 
about  $2,600  for  health  insurance  premiums.  This  amount  vvould  be  fully  tax  deductible.  The  amount  the  Madduxes  currently  pay  for 
health  insurance  would  cover  the  cost  for  the  Maddux  family  and  two  additional  families  under  the  Clinton  bill. 

COOPER: 

The  amount  the  Maddux  famSy  would  pay  for  premiums  artd  the  coverage  they  would  have,  including 
deductibles  artd  copayments,  are  unknown. 

Under  the  Cooper  bill,  the  Maddux  family  and  other  small  businesses  and  individuals  who  choose  to  purchase  health  insurance 
would  purchase  it  through  their  local  purchasing  cooperative.  Since  not  all  small  businesses  and  individuals  would  choose  to  purchase 
insurance,  the  purchasing  cooperatrves  would  not  pool  as  much  nsk  or  have  as  much  negotiating  power  as  if  all  small  businesses  and 
individuals  had  to  purchase  insurance  through  ttie  cooperative. 

The  Maddux  family's  premiums  would  differ  from  others  who  purchase  insurance  through  the  cooperative  based  on  their  age.  Any 
plan  that  denied  coverage  to  any  person,  family  or  group  because  of  one  person's  health  condition  would  not  be  tax  deductible. 

This  bill  does  not  specify  the  standard  benefits,  or  the  deductibles  and  copayments. 

Small  businesses  and  families  could  dedua  the  cost  of  their  health  insurance  premiums,  up  to  the  cost  of  the  lowesi-pnced  plan. 
and  onty  for  ttie  benefits  included  in  the  unspecified  unrform  set  of  benefits.  Small  businesses  would  not  receive  any  discounts  on 
iremiums  for  low-wage  workers,  nor  would  there  be  a  cap  on  the  percentage  of  payroll  spent  for  premiums. 


There  are  no  limits  on  ttie  amount  premiums  could  increase  each  year. 


Since  this  bill  provides  no  subsidies  for  small  businesses,  small  business  owners  and  their  families  would  be  eligible  only  for 
individual  subsidies.  Families  and  individuals  with  incomes  under  100  percent  of  poverty  would  be  fully  subsidized  for  the  cost  of  the 
lowest-phced  plan  and  would  pay  ten  percent  of  the  difference  between  the  cost  of  ttie  lowest-pnced  plan  and  higher-pnced  plans. 
Families  and  individuals  with  incomes  between  100  percent  and  200  percent  of  poverty  would  pay  the  percentage  of  their  income 
tfiat  IS  above  the  poverty  line  for  the  lowest-pnced  plan  and  ttiat  same  percentage  of  the  difference  between  the  cost  of  the  lowest- 
pnced  plan  and  higher-pnced  plans. 

Since  the  Maddux  family's  income  is  74  percent  above  the  povertv  line,  ttiey  would  pay  74  percent  of  the  cost  of  the  premium  for 
the  lowest-pnced  plan.  This  amount  would  be  tax  deductible. 

Since  the  Cooper  bill  does  not  specify  a  standard  benefits  package,  it  is  impossible  to  determine  the  amount  the  Maddux  family 
would  pay  for  premiums,  deductibles,  copayments  and  uncovered  services. 

1.  Wendy  Zellers,  Catherine  McLaughlin  and  Kevin  Frick,  'Small  Business  Health  Insurance:  Only  The  Healthy  Need  Apply,' 
Health  Affairs  vo\.  11,  no.  1,  (Spnng  19921,  pp.  174-180. 
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LONG  TERM  CARE  AT  HOME 

At  any  given  rime,  there  are  an  esrimaied  three  and  one-half  million  Americans 
who  have  great  difficulty  taking  care  of  themselves.  These  persons  require  assistance 
with  three  or  more  ofthefi\e  most  basic  activities  of  daily  living— eating,  bathing, 
toileting,  dressing  and  getting  out  of  a  bed  or  chair.  The  services  that  they  need  are 
largely  non-medical  in  nature  and,  as  a  result,  options  for  financial  assistance  or 
insurance  coverage  are  very  limited.  Approximately  half  of  these  Americans  currently 
do  not  receive  any  paid  home  care  services. ' 


Roz  and  Harold  Barkowitz  live  in  North  Miami  Beach.  Florida. 
Harold  is  a  72-  year-old  retired  shoemaker  who  had  to  give  up  his 
business  six  years  ago  to  care  for  Roz.  age  67,  who  has  multiple 
sclerosis.  They  had  to  sell  their  house  and  move  into  an  apartmeru 
because  Roz  could  no  longer  climb  the  stairs.  They  get  no  outside 
assistance  caring  for  Roz,  only  someone  who  comes  to  clean  once 
a  week  Harold's  greatest  fear  is  that  something  will  happen  to  him 
and  he  will  no  longer  be  able  to  care  for  Roz.  He  currently  spends 
24  hours  a  day  taking  care  of  her. 


CUNTON: 

Mr.  and  Mrs.  Barkowitz  wouU  be  eBgib/e  for  services  to  assist  Mr.  Barkowitz  with  caring  for  itis  wife.  The 
new  program  wouki  ensure  such  care  is  affordable. 

The  Clinton  bill  establishes  a  nnaior  new  program  to  pravide  services  to  individuals  with  severe  disabilities  without  regard  to  age. 
Beginning  in  1996,  the  federal  government  would  provide  significant  new  funds  for  states  to  develop  plans  of  care  for,  and  provide 
services  to,  persons  with  severe  disabilities. 

These  persons  would  be  eligible  for  services  that  include  personal  assistance  and  a  wide  variety  of  other  services  that  would  help 
them  continue  to  live  in  their  homes  and  community.  This  new  program  would  be  fully  phased  in  by  ttie  year  2003.  Individuals  would 
be  responsible  for  modest  copayments  based  on  income. 


COOPER: 

77m  Barkowitzes  wouki  receive  no  assistance. 

The  Cooper  bin  does  not  provide  families  any  new  assistarK:e  with  providing  long  term  care  at  home. 

Under  this  bill,  states  would  become  entirely  responsible  for  long  term  care  expenses  currently  financed  jointly  by  the  federal 
government  and  states  through  the  Medicaid  program.  Thus,  fewer  services  could  be  available  than  currently. 

1    Data  provided  by  LewirvVHI,  Inc.  This  estimate  includes  persoru  with  physical  disabilities  only.  Due  to  limitations 
in  the  data,  it  does  not  include  persons  with  cognitive  impairments. 
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EMPLOYEES  VULNERABLE  TO  ARBITRARY  LIMITS  ON  BENEFITS 

Approximately  40  percent  of  all  employees  and  their  families  are  covered  by 
employer  health  plans  that  are  self-insured. '  Self-insured  companies  do  not  purchase 
health  insurance  from  a  private  insurance  company.  Instead,  they  pay  the  cost  of  their 
employees'  medical  care  direaly.  The  U.S.  Supreme  Court  recemty  ruled  that  self- 
insured  employen  may  limit  or  eliminate  health  insurance  benefits  at  any  time,  even 
tfier  an  employee  or  a  family  member  contracts  a  serious  illness. 


John  and  Joan  Qeveland  of  St.  Louis,  Missouri  had  health  insur- 
ance through  Joan 's  employer,  a  company  that  is  self-insured.  John 
was  diagnosed  with  leukemia  in  September  1990,  and  he  needed  a 
bone  marrow  transplant.  Even  though  his  insurance  had  a  $500,000 
lifetime  maximum,  the  policy  capped  coverage  of  organ  and  tissue 
transplants  at  $75,000.  John 's  transplant  cost  about  $250,000.  John 
died  of  complications  from  his  transplant  in  June  1993. 


CLINTON: 

John  and  Joan  ClevelarKi  would  have  had  to  pay  no  more  than  $3,000  out  of 
pocket  for  John's  medical  care  in  the  year  that  he  had  his  bone  marrow  transplant. 

The  Clinton  bill  would  prohibit  all  employers  and  insurers  from  imposing  caps  or  exclusions  on  coverage  for  specific  medical 
conditions  or  any  lifetime  limit  on  benefits  for  covered  services.  The  bill  would  require  all  businesses,  whether  they  pay  for  their 
employees  through  a  regional  health  alliance  or  through  their  own  corporate  alliance,  to  provide  the  comprehensive  benefits  specified 
by  federal  law.  John  Cleveland's  bone  marrow  transplant  would  have  been  covered. 


COOPER: 


Joan  Cleveland's  employer  could  not  impose  arbitrary  Bmits  on  the  Oevelands'  health  benefits,  but  it  b 
impossible  to  know  if  John's  bone  marrow  transplant  woukJ  have  been  covered.  It  is  impossible  to  determine 
the  amount  the  CleveJands  would  have  had  to  pay  out  of  pocket  for  John 's  me<Bcal  care. 

The  Cooper  bill  would  prohibit  all  employers  who  provide  insurance,  either  through  a  purchasing  cooperative  or  on  their  own,  from 
limiting  any  benefits  in  the  uniform  set  of  benefits. 

The  bill,  however,  does  not  specify  the  uniform  set  of  effective  benefits  within  the  broad  categories  of  medically  appropriate 
treatments,  clinical  preventive  services  and  diagnostic  services.  The  bill  also  does  not  specify  the  amount  families  would  have  to  pay 
in  deductibles  and  copayments.  The  uniform  set  of  benefits  could  include  limits  on  benefits  for  specific  treatments  or  diseases.  The  bill 
leaves  these  decisions  to  a  Health  Care  Standards  Commission  and  then  to  the  Congress. 

The  Health  Care  Standards  Commission  and  the  Congress  could  review  annually  the  uniform  set  of  benefits.  Thus,  benefits  could 
be  modified  or  eliminated  every  year. 


1 .  Cynthia  B.  Sullivan,  Marianne  Miller,  Roger  Feldman  and  Bryan  Oowd, 
'ealth  Affairs  vol.  11,  no.  4,  (Winter  1992),  pp.  172-185. 


Employer-Sponsored  Health  Insurance  in  1991,' 
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EMPLOYERS  WITH  SKYROCKETING  PREMIUMS 

The  amount  American  families  and  businesses  are  charged  for  health  care  has 
far  ourpaced  increases  in  family  income  and  business  profits.  Today,  business 
spending  for  health  care  nearly  equals  the  amount  corporations  make  in  after-tax 
profits.  By  contrast,  in  1980,  business  health  care  spending  amounted  to  41  percent 
of  corporations'  after-tax  profits.'  If  health  care  irtflarion  had  been  held  to  the  same 
rate  of  inflation  as  the  rest  of  the  economy  from  1980  to  1992,  health  care  costs  for 
businesses  today  would  be  one-third  less  than  they  are.  This  difference  averages  about 
$1,000 per  worker.^ 


Roger  Flaherty  owns  a  small  company.  Floor  Covering  Resources, 
in  Kensington.  Maryland.  He  has  r>vo  employees,  and  they  are 
covered  by  a  small  group  health  insurance  plan.  Both  employees 
have  ongoing  health  problems.  In  1 987  Roger  paid  $285  a  morah  to 
cover  these  employees.  In  November  1993,  his  premiums  increased 
to  $885  a  month.  The  business  pays  the  full  cost  of  the  insurance. 
Roger  is  committed  to  providing  health  insurance  for  his  employees, 
but  doesn  't  know  if  he  can  continue  to  afford  it. 


CUNTON: 

Mr.  Flaherty  would  see  his  health  insurance  premiums  for  his  employees  go  up  no  faster  than  inflation  by 
1999. 

The  Clinton  bill  would  limit  the  amount  by  wnich  all  insurance  companies  could  raise  premiums.  By  1 999,  Amencan  families  would 
no  longer  have  to  swallow  health  insurance  premium  increases  that  are  larger  than  general  inflation.  Amencan  families  would  see 
larger  wage  increases  and  more  disposable  income  and  businesses  would  see  less  of  their  profrts  eaten  up  by  health  cost  increases 
and  have  more  money  to  invest  and  to  create  new  |Obs. 

COOPER: 

Mr.  Flaherty  and  other  employers  would  see  their  health  insurance  premiums  continue  to  cBmb 
uncontrotably. 


The  Cooper  bill  does  not  limit  the  amount  health  insurance  premiums  could  increase  annually.  Mr.  Flaherty's  expenses  coukJ 
continue  to  increase  far  faster  than  inflation.  Employers  and  workers  would  not  be  protected  from  the  devastating  economic  effects  of 
rapidly  nsing  health  insurance  premiums. 

1.  Cathy  A.  Cowan  and  Patricia  A.  McDonnell,  'Business,  Households  and  Governments  —  Health  Spending  1991,'  Health 
t^re  Financing  Review  vol.  14,  no.  3,  (Spnng  1993),  pp   227-248 

1.  Service  Employees  International  Union,  Out  of  Control,  Into  Decline:  The  Devastating  12-Year  Impact  of  Healthcare  Costs  on 
lorker  Wages,  Corporate  Profits  and  Government  Budgets  (Washington,  D.C.:  SEIU,  October  1992). 
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Losing  Health  Insurance 


very  month  more  than  two  million 
Americans  lose  their  health  insurance,  and 
millions  more  lie  awake  at  night  worrying 
that  they  might  be  next.  During  any  period 
of  time  Americans  must  go  without  health 
insurance,  they  are  in  a  position  similar  to 
skidding  on  an  icy  mo.mtain  road.  It  may  be  over 
quickly.  They  will  probably  survive  it,  but  their 
family  may  go  over  the  cliff. 

Tom  L.  suffered  a  heart  attack  while  he  was 
between  jobs.  His  surgery  left  him  with  a 
$25,000  bill  to  pay  out-of-pocket. 

Kathleen  and  Don  N.  lost  their  health  insurance 
when  Don  lost  his  job.  Shortly  thereafter, 
Kathleen  was  diagnosed  with  cancer.  To  pay  for 
her  cancer  treatment,  they  ultimately  had  to  sell 
their  house  and  move  to  a  small  apartment. 


This  Families  USA  special  report  presents  the 
first  state-by-state  estimates  of  the  number  of 
Americans  who  each  month  lose  their  health 
insurance  and  the  peace  of  mind  that  they  will 
able  to  take  care  of  their  families'  health  care 
needs. 

♦  Nationally,  2.25  million  Americans  a  month 
lose  their  health  insurance. 

^  The  following  states  have  the  largest  num- 
bers of  persons  who  lose  their  insurance  each 
month: 


California  (306,000) 
Texas  (173,000) 
New  York  (130,000) 
Florida  (113,000) 
Illinois  (90,000) 
Ohio  (89,000) 
Pennsylvania  (89,000) 


Michigan  (76,000) 
North  Carolina 

(64,000) 
Georgia  (62,000) 
Virginia  (55,000) 
Louisiana  (51,000) 
Massachusetts  (50,000) 


Why  Do  Americans  Lose  Their  Health  Insurance? 


Americans  lose  their  health  insurance  each 
month  for  a  variety  of  reasons.  Many  are 
laid  off  from  their  jobs  or  have  a  spouse 
or  parent  who  is  laid  off.  They  either 
cannot  afford  to  continue  paying  their  full  health 
insurance  premiums  on  their  own,  or  are  no 
longer  eligible  to  do  so. 

Ms.  H.  is  a  laid  off  computer  technician.  To 
continue  paying  for  health  insurance  for  herself 
and  two  children  would  have  cost  her  $500  a 
month  which,  without  a  job,  she  could  not 
afford. 

Other  Americans  lose  their  health  insurance 
when  they  change  jobs.  This  can  happen  because 
many  jobs  require  a  waiting  period  before  new 
employees  are  eligible  for  health  benefits. 


Mrs.  S.'s  husband  recently  lost  his  job  at 
AT&T.  They  cannot  afford  the  $464  a  month  it 
would  cost  to  maintain  their  health  insurance 
through  AT&T.  Mrs.  S.  is  a  nurse  and  can  only 
get  insurance  through  the  hospital  for  which  she 
works  beginning  January  1,  1994.  Mrs.  S.  has 
had  meningitis  twice  and  is  afraid  that,  if  it 
recurs  during  the  period  when  they  are  without 
insurance,  her  family  will  be  destroyed 
financially. 

Often  new  coverage  excludes  preexisting 
health  conditions,  leaving  individuals  unprotected 
for  those  health  problems  for  which  they  are 
most  likely  to  need  health  insurance. 

Larry  P.  injured  his  knee  at  home  and  required 
surgery  to  remove  bone  fragments  and  almost 
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all  of  the  cartilage  in  his  knee.  When  he  left  his 
job  thai  required  heavy  lifting  and  look  a  new 
job  at  a  video  store,  his  new  health  insurance 

did  not  cover  his  knee. 

Many  Americans  who  are  self-employed  or 
work  in  small  businesses  lose  their  insurance 
when  they  can  no  longer  afford  the  high 
premiums  insurance  companies  charge  individuals 
and  small  groups. 

Patricia  P.,  a  self-employed  office  worker,  was 
paying  $9, 000  a  year  for  a  major  medical  policy 
with  a  $1,000  deductible.  This  policy  was  her 
largest  single  expense,  more  than  her  mortgage. 
She  had  to  drop  her  coverage. 

Mrs.  A.  and  her  husband  run  a  plumbing 
business.  They  had  to  drop  their  insurance 
when  premiums  increased  from  $350  a  month  to 
$550  a  month. 

Americans  lose  their  health  insurance  when 
insurance  companies  take  advantage  of  fine  print 
to  cancel  coverage  for  those  who  need  insurance 
the  most— those  who  develop  a  serious  health 
condition. 

Dr.  S.  is  a  dentist.  For  15  years  he  paid 
premiums  for  himself  and  his  family.  When  he 
developed  cancer,  the  insurance  company  firci 
raised  his  premium  from  $2,650  to  $10,000  a 
year,  and  then  canceled  the  policy. 

Jean  and  Tom  M.  own  a  small  grocery  store  in 
rural  Tennessee.  For  eight  years  they  paid  their 
health  insurance  premiums.  When  Tom 
developed  cancer,  the  insurance  company 
canceled  his  policy  because  "they  were  no 
longer  profitable. 


In  other  cases,  insurance  companies  raise 
health  insurance  premiums  for  those  with  a 
serious  health  problem  to  the  point  where  the 
insurance  becomes  unaffordable  for  individuals 
and  for  entire  groups. 

Mrs.  B.  needed  angioplasty.  Six  months  Utter 
her  health  insurance  premiums  went  from  $215 
a  month  to  $1,700.  She  had  to  drop  her 
coverage. 

Sometimes  individuals  lose  their  health 
insurance  when  insurance  companies  go 
bankrupt. 

Nancy  and  Marshall  M.  paid  $500  a  month  for 
their  insurance  coverage,  which  had  been 
recommended  by  Marshall's  professional 
organization.  In  January  of  1991,  they  had 
twins  and  one  needed  neonatal  care  because  of 
a  heart  problem.  Their  insurance  company  was 
insolvent  and  did  not  pay  their  $100,000  bill. 
T.  "v  now  have  a  collection  agency  breathing 
down  their  necks. 

Among  the  Americans  most  likely  to  lose 
their  health  insurance  are  those  who  have 
graduated  from  college  and  are  no  longer  eligible 
for  coverage  through  their  parents'  policies. 

A::  'm  p.  graduated  from  college  in  1990.  She 
came  from  Los  Angeles  to  Washington  D.C.  to 
find  a  job.  She  was  covered  by  her  mother's 
policy  until  she  turned  25.  Now  she  has  two 
jobs,  neither  of  which  offers  health  insurance. 
Her  husband's  job  provides  insurance  that 
covers  him,  but  it  would  cost  them  $300  a 
month  to  cover  her.  As  a  young  family,  they 
cc.  :ot  afford  that  expense. 
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Number  of  Persons  Losing  Health  Insuranct  Each  Month  By  State,  1993 


State 

Average  Number  of 

Persons  Losing  Health 

Insurance  Each  Month 

United  States 

2,255,000 

Alabama 

36,000 

Alaska 

6,000 

Arizona 

41,000 

Arkansas 

30,000 

California 

306,000 

Colorado 

41,000 

Connecticut 

23,000 

Delaware 

6,000 

District  of  Columbia 

6,000 

Florida 

113,000 

Georgia 

62,000 

Hawaii 

11,000 

Idaho 

13,000 

Illinois 

90,000 

Indiana 

44,000 

Iowa 

23,000 

Kansas 

20,000 

Kentucky 

32.000 

Louisiana 

51.000 

Maine 

11,000 

Maryland 

43,000 

Massachusens 

50,000 

Michigan 

76,000 

Minnesota 

36,000 

Mississippi 

28,000 

Missouri 

43,000 

Montana 

12,000 

Nebraska 

14,000 

Nevada 

15,000 

New  Hampshire 

9,000 

New  Jersey 

46,000 

New  Mexico 

21,000 

New  York 

1 30,000 

North  Carolina 

64.000 

North  Dakota 

6.000 

Ohio 

89.000 

OklahoiTW 

32.000 

Oregon 

27.000 

Penrtsylvania 

89.000 

Rhode  Island 

8.000 

South  Carolina 

33,000 

South  Dakota 

6.000 

Tennessee 
Texas 

46.000 

173.000 

Utah 

24.000 

Vermont 

5.000 

Virginia 

55.000 

Washington 

49.000 

West  Virginia 

18.000 

Wisconsin 

36.000 

Wyoming 

6.000 

SOURCE:  Lewin-VHI  estimates  based  on  the  1990  Survey  of  Income  and  Program  Participation,  the  1987  National 
Medical  Expenditure  Survey  and  four  years  of  pooled  March  Current  Population  Survey  data. 
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Estimating  the  Number  of  Americans  Losing  Health  Insurance 


The  estimates  in  this  special  report  are 
based  primarily  on  data  from  the  1990 
Survey  of  Income  and  Program 
Participation  (SIPP).  The  SIPP  was 
conducted  by  the  Bureau  of  the  Census  and 
contains  the  most  extensive  information  to  date 
about  families'  health  insurance  coverage  on  a 
month-by-month  basis.  The  65,369  persons 
interviewed  as  part  of  the  SIPP  represent  the 
civilian,  non-institutionalized  population  of  the 
United  States. 

In  order  to  update  the  estimates  from  the 
1990  SIPP  to  1993,  Bureau  of  the  Census 
estimates  of  the  change  in  the  population  from 
1990  to  1993  were  used. 


The  state-by-state  estimates  are  based  on 
state-level  estimates  of  the  distribution  of  persons 
with  health  insurance  for  part  of  the  year.  These 
state-level  estimates  are  based  on  a  dataset  that 
matched  four  years  of  the  most  recent  March 
Current  Population  Survey  (CPS)  data  to  data 
from  the  1987  National  Medical  Expenditure 
Survey  (NMES).  Due  to  the  sampling  frame  and 
size  of  the  pooled  samples,  the  CPS  data  allow 
for  state-level  estimates. 

The  SIPP  data  allow  examination  of  the 
number  of  persons  losing  health  insurance  of  any 
kind,  including  private,  Medicaid  and  other 
public  insurance.  Approximately  79  percent  of  all 
persons  who  lose  their  insurance  were  covered 
previously  by  private  insurance. 


Who  Loses  Health  Insurance? 


his  special  report  focuses  on  the  more  than 
two  million  Americans  who  lose  their 
health  insurance  each  month.  These 
Americans  are  likely  to  be  without 
insurance  for  less  than  a  year  and  have  some 
distinctive  demographic  characteristics. 

Based  on  data  collected  1983  to  1986,  half 
(48%)  of  those  who  lost  insurance  lacked  health 
insurance  for  five  months  or  less;  16  percent 
lacked  insurance  for  six  to  nine  months;  and 
eight  percent  lacked  health  insurance  for  10  to  13 
months.' 

Based  on  1987  data,  29  percent  of  those  who 
lacked  health  insurance  for  part  of  the  year 
lacked  insurance  for  four  months  or  less.  Another 
39  percent  of  those  who  lacked  health  insurance 
for  part  of  the  year  lacked  insurance  for  five  to 
eight  months.  For  those  having  private  insurance 
for  part  of  the  year  in  1987,  one-third  (34%) 
lacked  insurance  for  four  months  or  less.  Another 


38  percent  of  those  who  lost  their  private  health 
insurance  for  part  of  the  year  lacked  insurance 
for  five  to  eight  months.' 

Based  on  the  1990  SIPP  data,  Americans  who 
lose  their  health  insurance  have  some  distinctive 
demographic  characteristics.  Over  one-third 
(36%)  were  full-time  workers  in  the  month 
before  losing  their  insurance;  almost  one-third 
(30%)  had  family  incomes  of  $30,000  or  more; 
and  over  one- fourth  (27%)  had  at  least  some 
college  education.  Almost  one-third  (29%)  of 
those  who  lost  their  insurance  were  under  age 
18.  Sixteen  percent  of  those  who  lost  their 
insurance  worked  in  professional  and  related 
services  and  14  percent  worked  in  manufacturing 
in  the  month  prior  to  losing  their  insurance. 
These  demographic  groups  are  more  highly 
represented  among  those  who  lost  their  insurance 
at  some  point  during  the  year  than  among  those 
who  lacked  insurance  for  the  entire  year.^ 
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Other  research  has  focussed  on  the 
demographic  characteristics  of  those  who  lose 
their  health  insurance  and  are  likely  to  experience 
relatively  short  periods  without  health  insurance. 
This  research  shows  that  those  who  lose  their 
health  insurance  for  relatively  short  periods  of 
time  have  the  following  characteristics 
imme<'iately  before  losing  their  health  insurance: 
annual  family  income  above  $29,500;  a  high 
school  diploma  or  higher  educational  level;  and 


employment  in  a  number  of  industrial  sectors 
(manufacturing,  trade,  utilities,  finance/ 
insurance/real  estate,  business  services  and 
professional  services).  Other  characteristics  of 
those  who  lose  their  health  insurance  for 
relatively  short  periods  are:  working  full-time  in 
the  month  prior  to  losing  insurance  and  in  the 
month  of  losing  insurance;  being  between  the 
ages  of  18  and  24;  living  in  the  Northeast;  and 
being  married.* 


Conclusion 


More  than  two  million  Americans  lose  their 
health  insurance  each  month.  These 
Americans  are  likely  to  lack  insurance 
for  significantly  less  than  a  year.  But,  as 
many  Americans  have  experienced,  a  period 
without  health  insurance,  no  matter  how  brief, 
can  lead  to  fmancial  catastrophe. 


Americans  who  lose  their  health  insurance 
suffer  long-term  consequences.  When  they  gain 
new  insurance  coverage,  that  coverage  is  likely 
to  exclude  coverage  for  preexisting  health 
conditions,  the  very  conditions  for  which  they  are 
most  likely  to  need  insurance. 
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Mr.  Martinez.  Thank  you,  Mr.  Pollack.  Did  I  say  that  right? 

Mr.  Pollack.  That  is  all  right. 

Mr.  Martinez.  Let  me  ask  this  question  since  you  almost  ended 
up  with  it.  Under  the  Cooper  bill,  Congress  would  vote  on  a  stand- 
ard package.  If  it  is  a  comprehensive  benefit  package,  the  cost  to 
the  government  in  subsidies  is  going  to  be  very  high,  and  we  are 
either  going  to  have  to  raise  taxes  or  cut  programs  to  pay  for  it. 

If  we  choose  a  bare  bones  benefit  package,  we  are  going  to  inflict 
the  biggest  tax  increase  on  the  American  middle  class  that  this 
country  has  ever  seen.  Isn't  the  Cooper  bill  designed  so  that  Ameri- 
cans will  have  to  choose  between  higher  taxes  or  less  health  care 
or  some  combination  of  the  two? 

Mr.  Pollack.  No,  there  is  no  question  about  this.  The  Cooper 
bill,  as  the  Chafee  bill  does,  they  really  raise  questions  about  the 
strengths  and  weaknesses  of  an  individual-based  system  or  an  em- 
ployer-based system. 

Now  I  believe,  frankly,  that  from  an  academic  standpoint  you  can 
have  either  an  individual-based  system  or  an  employer-based  sys- 
tem and  have  it  work,  but  there  are  some  consequences  that  flow 
from  that,  and  clearly  the  consequence  that  you  are  raising  is  one 
that  I  think  has  not  received  enough  attention,  namely,  that  if  you 
have  an  individual-based  system,  as  the  Cooper  plan  does  and  the 
Chafee  plan  does,  then  if  we  are  going  to  really  achieve  universal 
coverage,  we  are  going  to  have  to  stand  up  to  the  plate  and  say  we 
are  going  to  have  to  provide  adequate  subsidies  to  make  it  afford- 
able, and  that  is  going  to  mean  that  we  are  going  to  have  to  raise 
additional  revenues  or  we  are  going  to  have  to  strip  the  benefit 
package  to  a  bare  bones  plan  which  is  going  to  force  people,  maybe 
not  paying  that  much  in  a  premium,  but  they  are  going  to  get  hit 
in  the  back  end  once  they  get  sick. 

So  you  are  absolutely  right  that  with  an  individual-based  system 
we  are  either  going  to  have  to  face  up  to  our  additional  responsibil- 
ities on  additional  revenues  or  we  are  going  to  have  a  much  lower 
benefit  package. 

Mr.  Martinez.  Would  anyone  else  care  to  respond  to  that? 

Ms.  Moon.  Could  I  add  to  that,  that  one  of  the  interesting  things 
about  the  subsidy  is  that  the  subsidy  will  be  less  expensive  to  the 
government  and  will  seem  to  be  less  expensive  to  these  moderate 
income  families  if  it  is  a  more  basic  package,  as  Ron  was  indicat- 
ing. But  the  problem  there  is  that  then  if  that  means  that  people 
have  a  lot  of  uncovered  services  and  high  deductibles,  then  they 
have  to  pay  100  percent  of  the  costs  of  that  and  not  even  get  a 
minimal  subsidy.  So  it  has  a  double  whammy  on  the  moderate  in- 
come individuals  as  well  as  meaning  higher  tax  increases  for  mid- 
dle income  folks. 

The  other  element  of  this,  I  think,  that  also  needs  to  be  thought 
about  in  terms  of  thinking  about  an  incremental  approach  with 
subsidies  for  low-income  individuals  is  the  fact  that  over  time,  un- 
less health  care  spending  comes  down  really  fast,  incomes  will  not 
rise,  particularly  for  these  moderate-income  families,  nearly  as  fast 
as  health  care  costs,  and  even  if  you  set  next  year  subsidies  that 
would  be  sufficient  to  allow  them  to  afford  insurance,  in  two  or 
three  years  they  would  not  be  affordable  any  longer,  and  so  you 
will  have  an  increased  problem  of  rising  uninsurance  over  time  un- 
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less  you  have  that  target  goal  of  the  subsidies  also  rising  and  be- 
coming more  expensive. 

Mr.  Martinez.  Thank  you. 

Anybody  else? 

Mr.  Kendall.  Could  I  just  say  two  things? 

Mr.  Martinez.  Mr.  Kendall. 

Mr.  Kendall.  Thank  you. 

First  about  the  benefit  package,  in  the  Cooper  bill,  the  benefits 
package  is  determined  by  the  health  standards  commission  that  is 
appointed  by  the  President.  If  this  bill  were  to  pass  this  year,  the 
people  appointed  would  be  appointed  by  the  President  in  office 
today,  President  Clinton.  There  is  no  reason  to  believe  that  they 
would  support  anything  other  than  something  very  similar  to  what 
the  President  has  already  proposed  in  a  benefits  package. 

So  I  think  this  debate  over  what  level  the  benefit  package  is  rel- 
atively moot,  because  the  supporters  of  managed  competition  be- 
lieve in  a  comprehensive  benefits  package,  not  something  that  is 
more  of  a  bare  bones  type. 

The  second  point  on  benefit  package  design  is  that  the  CBO, 
when  they  estimated  the  bill  last  year,  assumed  a  benefits  package 
that  was  just  as  generous  as  what  the  Clinton  bill  is  proposing  this 
year. 

The  second  point  I  would  like  to  make  about  the  issue  of  costs 
and  how  we  have  all  these  trade-offs:  It  is  very  easy  to  forget  as 
we  are  looking  at  the  question  of  an  employer  mandate  which 
many  people  have  been  advocating — the  President  has  been  advo- 
cating to  get  to  universal  coverage — employers  aren't  stupid,  if  they 
get  a  mandate  to  cover  80  percent  of  the  costs  that  they  are  cur- 
rently not  covering,  they  are  going  to  try  to  find  a  way  to  reduce 
their  emplovees'  wages,  and  I  know  that  part  of  the  equation  has 
not  been  fully  fleshed  out  in  the  debate,  and  certainly  there  would 
be  a  difference  for  minimum  wage  workers  which  we  has  to  be 
taken  into  account.  But  for  most  workers  who  are  above  the  mini- 
mum wage,  we  would  have  a  situation  in  which  there  would  be  a 
reduction  in  wages  for  those  workers  under  an  employer  mandate. 

Mr.  Martinez.  Well,  let  me  ask  you  this.  There  are  people  who 
have  said  that  the  Cooper  bill  is  potentially  the  biggest  middle 
class  tax  increase  in  history,  and  maybe  I  should  ask  IBM,  but  if 
IBM  decides  to  continue  to  pay  for  the  generous  benefits  that  you 
described  in  your  testimony  that  it  now  provides  for  its  employees 
and  retirees  and  is  taxed  on  the  difference  between  the  cost  of 
those  plans  and  the  cost  of  the  lowest  cost  plan  that  is  available 
in  your  area  as  was  described  by  Mr.  Cooper,  the  lowest  cost  plan 
in  the  area,  how  much  additional  taxes  will  IBM  and  its  employees 
have  to  pay? 

Mr.  Tarre.  We  have  looked  at  that,  and  we  have  developed  a 
number  of  models  and  some  assumptions  based  on  what  the  mini- 
mum plan  would  cover,  and  we  conclude  that  that  excise  tax  would 
cost  us  somewhere  between  $50  and  $100  million  a  year. 

Mr.  Martinez.  We  have  talked  about  alliances  as  if  they  are 
something  new,  and  they  are  not  new.  You  people  all  have  been 
aware  of  alliances  that  have  existed  out  there  out  of  necessity  over 
a  great  number  of  years  and  have  been  formed,  and  whether  or  not 
cooperative  this  Cooper  plan  says  that  small  businesses  cannot  be- 
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come  a  part  of  an  alliance,  that  is  not  true.  I  was  a  small  business 
owner  myself,  and  I  became  a  part  of  an  alliance  that  we  formed 
through  an  association  that  we  created.  So  there  are  ways  to  do  it. 

The  problem  is  that  there  are  not  enough  of  that  vehicle  avail- 
able to  small  businesses,  and  then  small  business  is  concerned 
more  with  operating  business  and  making  themselves  come  out 
with  any  kind  of  profit  at  all,  especially  in  today's  economy.  The 
last  thing  they  are  concerned  about,  unless  their  employees  are 
pressing  them,  is  health  care.  Some  don't  realize  how  important 
health  care  is.  I  happen  to  believe  in  it,  and  I  provided  it  for  my 
employees,  and  I  was  a  small  businessman,  very  small  business- 
man, but  because  I  realized  that  being  without  health  care  could 
be  catastrophic,  I  did  that,  but  there  are  a  lot  of  people  that  still 
won't. 

So  some  form  of  requirement  of  all  employers  to  provide  health 
care  for  their  employees  is  going  to  have  to  be  enforced,  is  going 
to  have  to  be  put  in  place. 

But  let  me  ask  you,  on  managed  competition,  somehow  these  alli- 
ances and  managed  competition  are  magical  words  here  that  are 
going  to  provide  the  solutions  to  all  our  problems,  but  let  me  tell 
you — and  I  forget  who  it  was  that  testified  now  that  managed  com- 
petition works — I  believe  it  was  you,  Mr.  Reiker — ^but  let  me  tell 
you  what  is  happening  with  managed  competition  in  California  as 
it  is  being  provided. 

The  State  allows  for  HMO's  or  doctors  or  individuals  to  come  in 
and  apply  for  contracts  in  which  they  are  awarded  a  contract,  and 
they  are  given  $30  per  month  per  client  that  they  would  sign  up. 
So  they  go  and  stand  in  front  of  the  unemployment  lines,  in  front 
of  the  Social  Security  offices,  and  every  place  they  can  and  sign 
people  up. 

Now  this  individual,  without  realizing  what  they  are  getting  into, 
then  go  to  their  own  doctor  for  that  doctor's  visit  they  need  to  make 
and  are  all  of  a  sudden  told  by  the  doctor,  "I  can't  service  you  be- 
cause you  are  signed  up  by  this  particular  group,"  whether  it  is  an 
HMO,  and  some  of  them  that  are  really  not  providing  that  good  a 
health  care,  to  tell  you  the  truth,  and  then  they  find  out  that  they 
don't  have  the  choice  that  they  thought  they  had.  Mr.  Cooper  has 
expounded  on  the  issue  of  choice. 

Can  anybody  explain  to  me  how  in  the  devil  managed  competi- 
tion is  going  to  work  if,  in  the  case  that  I  have  seen  it,  it  really 
doesn't  work  and  work  that  well,  because  I  will  tell  you  what  hap- 
pens. The  doctors  that  are  signed  up  get  $30  per  month  per  client. 
Now  if  that  client  never  comes  in  or  if  they  turn  him  away  because 
they  say,  "Well,  you  are  not  really  ill,  you  don't  need  any  health 
care,"  and  create  a  bigger  health  care  problem  later  on,  and  at  the 
end  of  the  year  all  of  these  people  get  together  and  they  divide  up 
these  $30s  per  month  that  were  never  used,  and  everybody  makes 
money  on  it  but  the  health  care  isn't  provided,  explain  to  me  how 
in  the  Cooper  plan  the  managed  competition  is  going  to  be  any  dif- 
ferent. 

Mr.  Kendall.  Let  me  take  a  stab  at  that. 

Mr.  Martinez.  Mr.  Kendall. 

Mr.  Kendall.  First  of  all,  the  Cooper  bill  gives  employees  much 
more  choice  than  would  have  today.  If  they  sign  up  with  a  plan 
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that  doesn't  give  them  good  health  care  coverage,  they  change,  just 
like  in  the  Federal  employees  program  today.  If  you  don't  like  your 
health  plan,  you  switch  it  on  an  annual  basis.  So  by  giving  consum- 
ers real  choices,  they  can  drive  the  marketplace  to  where  they  are 
actually  getting  the  kind  of  services  that  they  are  expecting  for  the 
money  that  they  are  paying. 

Mr.  Martinez.  Let  me  interrupt  you  right  there.  You  know,  we 
have  a  system  in  the  Federal  Government  that  drives  the  market- 
place, and  that  is  competition,  because  all  of  these  insurance  com- 
panies, over  400  throughout  the  United  States,  want  to  compete  for 
a  part  of  that  market.  You  know  what  that  market  is?  Ten-point- 
nine  million  people.  Now,  hey,  I  would  vie  for  that  market  and  so 
would  any  other  insurance  company,  just  a  part  of  Calpers,  one 
million,  and  Calpers  tells  me  that  their  plan  is  better  than  any  of 
the  Federal  plans,  and  yet  we  have  had  testimony  that  it  isn't. 

But  do  you  know  why  they  want  to  say  that  it  is  better?  Because 
Calpers  are  able  to  at  least  control  for  that  one  million  employees 
that  insurance  coverage,  and  it  means  a  lot. 

So  if  you  say  that  managed  competition  is  going  to  drive  it,  I 
think  that  the  competition  that  exists  now  by  having  numbers, 
which  is  the  more  important  thing,  numbers — in  fact,  the  alliance 
that  I  was  a  part  of  in  my  small  business,  we,  as  individuals,  could 
not  afford  health  care  for  us  or  our  employees.  We  were  only  able 
to  afford  it  when  we  developed  a  large  enough  group  with  a  large 
enough  number  that  we  could  go  to  an  insurance  company  and 
command  a  better  rate.  So  it  is  the  numbers  that  demand  the  bet- 
ter rate. 

Mr.  Kendall.  Yes,  I  think  that  is  exactly  the  point.  The  mini- 
mum size  for  purchasing  groups  under  the  Cooper  bill  is  250,000 
lives.  That  is  the  minimum  number.  Most  of  them  would  be  much 
larger.  Unless  you  get  to  that  size  purchasing  power  for  the  small 
businesses  and  individuals  who  are  not  empowered  in  the  market- 
place today,  you  won't  be  able  to  get  the  kind  of  purchasing  power 
that  we  want  to  see  in  the  system. 

Mr.  Martdtoz.  Very  good. 

Mr.  Reiker,  let  me  ask  you — there  is  another  vote  on,  and  I  think 
that  was  the  first  bells,  and  I  don't  want  to  miss  the  second  vote, 
but  out  of  courtesy  to  all  of  you  who  have  waited  so  long  to  provide 
your  testimony,  I  did  not  go  to  the  last  vote.  I  do  not  want  to  miss 
two  in  a  row,  though.  So  I  just  want  to  ask  you,  how  many  employ- 
ees do  you  have  in  your  consumer  food  business? 

Mr.  Reiker.  In  the  consumer  foods  business,  there  are  probably 
15,000/10,000.  In  restaurants  we  have  a  little  over  100,000. 

Mr.  Martinez.  The  employees  of  the  restaurants  are  100,000? 

Mr.  Reiker.  Yes,  sir. 

Mr.  Martinez.  So  that  is  115,000  roughly. 

Mr.  Reiker.  Roughly. 

Mr.  Martinez.  Okay. 

How  many  are  full-time,  do  you  know? 

Mr.  Reiker.  It  depends  on  what  your  definition  is,  you  know, 
whether  you  set  it  at  25  or  30  hours,  but  roughly  60  to  65  percent 
are  part-time. 

Mr.  Martinez.  Sixty  five  percent  are  part-time? 

Mr.  Reiker.  About  60  percent  are  part-time. 
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Mr.  Martinez.  How  many  of  your  employees  are  covered? 

Mr.  Reiker.  Well,  all  employees  are  eligible  for  coverage  once 
they  meet  our  kind  of  standard  eligibility  in  the  industry.  Our  em- 
ployees can  have  coverage  down  to  actually  15  hours  a  week.  Of 
those,  about  half  decide  to  take  coverage. 

Mr.  Martinez.  So  the  benefits  are  provided  to  part-timers? 

Mr.  Reiker.  Absolutely. 

Mr.  Martinez.  Of  the  part-timers,  do  you  have  any  idea  how 
many  of  them  opt  to  take  the  health  care? 

Mr.  Reiker.  For  the  part-timers,  it  tends  to  be  a  lower  amount, 
but  probably  about  30  to  40  percent  of  the  part-timers  elect  to  take 
coverage. 

Mr.  Martinez.  Thirty  to  40  percent.  What  is  their  contribution 
to  the  health  care? 

Mr.  Reiker.  It  will  vary  depending  on  single-family  coverage,  but 
the  company  pays  slightly  over  half  of  the  cost  of  care. 

Mr.  Martinez.  Sixty  percent? 

Mr.  Reiker.  Well,  it  is  like  52  percent,  something  like  that.  The 
employee  contribution  will  range  from  $15  to  $18  for  single.  It 
could  be  as  much  as  $40  a  week  for  a  family. 

Mr.  Martinez.  I  understand  that  in  the  restaurant  business,  be- 
cause you  have  particular  hours  of  the  greatest  volume  of  business, 
that  you  need  employees,  a  larger  number  of  employees,  at  a  par- 
ticular time,  and  then  there  are  slack  periods  in  the  day  where  you 
don't  need  them,  so  you  do  need  a  lot  of  part-time  employees. 

Mr.  Reiker.  That  is  right. 

Mr.  Martinez.  But,  you  know,  52  percent  is  still  not  as  much  as 
what  the  President's  plan  calls  for  of  80  percent.  Who  should  really 
pay  for  those  part-timers  in  that  kind  of  a  plan? 

Mr.  Reiker.  It  depends.  An  employee  that  works  10  hours  a 
week,  I  am  not  sure  that  an  employer  should  be  responsible  for  an 
annual  cost  of  $5,000  for  family  coverage. 

There  is  a  mistaken  belief  that  in  the  President's  plan  the  play- 
ing field  is  leveled  by  saying  that  no  employer  will  pay  more  than 
7.9  percent.  Well,  that  is  after  eight  years  of  the  President's  plan. 
In  the  meantime,  a  small  employer  would  be  capped  at  7.9  or,  in 
fact,  with  low-wage  workers  such  as  restaurants,  3.5  percent. 

So  if  you  take  a  typical  server  working  in  one  of  our  restaurants, 
our  competitor  could  provide  health  care  coverage  for  7  cents  an 
hour.  If  I  hire  that  same  employee  and  give  them  family  coverage, 
it  is  going  to  cost  me  more  than  $3  an  hour  under  the  President's 
plan.  That  is  not  a  level  playing  field,  and  it  doesn't  make  sense 
that  we  should  have  to  pay  for  that  relative  to  a  competitor  in  the 
same  business  right  across  the  street. 

Clearly,  one  of  the  most  difficult  challenges  we  are  facing  is  how 
to  provide  health  care  for  the  low-income  workers,  and  part-time 
workers  are  a  part  of  that.  That  is  one  of  the  reasons  that  we  feel 
that  the  Cooper  bill  takes  a  very  realistic  approach  to  that  and 
says  that  at  least  for  some  low  to  moderate-income  families  there 
needs  to  be  a  subsidy. 

Mr.  Martinez.  Thank  you. 

The  second  bells  just  went,  and  I  am  going  to  have  to  adjourn 
this  to  go  on  to  vote,  but  before  I  do,  I  want  to  commend  you  all 
for  your  testimony.  It  was  very  enlightening,  and  it  is  certainly  in- 
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formation  that  we  can  use  as  we  debate  this  health  care  issue  fur- 
ther and  go  on  to  providing  some  kind  of  health  care,  to  at  least 
as  many  people  as  we  can,  as  close  to  universal  health  care  as  we 
can. 

Mr.  Pollack — I  will  get  it  right  yet — ^Mr.  Pollack,  you  said  earlier 
about  my  endurance.  I  want  to  commend  all  of  you  for  your  endur- 
ance. You  waited  through  a  long  first  panel  to  give  your  testimony, 
and  I  admire  you  for  that.  Thank  you  for  testifying  before  us. 

[Whereupon,  at  2:04  p.m.,  the  subcommittee  was  adjourned.] 
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